W

)

DEUTSCHE ZUSAMMENARBEIT

AN ANy

Jordan’s Startup Economy
Assessing the economic contribution and
potential of tech and tech-enabled startups

May 2019

Implemented by: In cooperation with:

a u n
Deutsche Gesellschaft I n t
fiir Internationale
Zusammenar beit (612) GmbH Information and Communications i
Technology Association - Jordan orange



Published by:
Deutsche Gesellschaft fur
Internationale Zusammenarbeit (GIZ) GmbH

Registered offices
Bonn and Eschborn

Address

Mohamed Baseem Al- Khammash St. 13, Sweifieh
Amman 11190 - Jordan

T (+962) 06-586 8090

F (+962) 06-581 9863

E giz-jordanien@giz.de
I www.giz.de/jordan

Programme/project description:
Employment-oriented MSME Promotion Project (MSME)

Author:
Impact MENA team - Farhan Kalaldeh and Dr. Jamal Al-Homsi, Amman

Design:
Batool Al-Abdelgader, Amman

Photo credits/sources:

GlZ/ MSME - E-Studio: Cover Page & Pages 10, 14, 18, 52, 53
Impact MENA: Pages 13, 50

Orange Jordan: Page 17

MolICT: Page 49

URL links:

Responsibility for the content of external websites linked in this publication always lies with their respective publishers. GIZ expressly dissociates
itself from such content.

On behalf of
German Federal Ministry for Economic Cooperation and Development (BMZ)

GlZ is responsible for the content of this publication.

Amman- jordan, 2019

Report Developed by: In Partnership with:

7\

wJ
UMPACT i




Acknowledgements

The Deutsche Gesellschaftfiir Internationale Zusammenarbeit (G1Z) GmbH, Orange Jordan and the Jordanian Information
and Communications Technology Association (int@j) have commissioned Impact MENA with a study to explore the impact
and contribution of startupsin the Jordanian economy with a special focus on technology and technology-enabled startups.

GlZ, Orange Jordan and int@j would like to thank everyone who contributed to produce this publication. Particular
thanks go to the esteemed members of the study validation committee as well as all experts and entrepreneurs who
contributed to the successful implementation of this study with their valuable comments and advice.

The study implementers would like to show their gratitude to the following entities for their supportin providing crucial
data that was used in this study:

* Jordan Department of Statistics e jordanian Information and Communications
e Jordan Companies Control Department Technology Association (int@j)
* KINZ For Information Technology

Authors

Impact MENA is a regional consulting and advisory firm providing services to investors, governments, universities and
other stakeholders in the entrepreneurship and innovation ecosystem in the Middle East and North Africa. Impact MENA
builds on the track record of its founders over the last 15 years designing and implementing economic development
programs on the national and regional levels, in addition to engagements where the founders had acted as advisors to
more than 50 leading organizations in 10 countries in the region.

Steering Committee

The steering committee provided guidance and feedback throughout the study process:

® Diana Hollmann, MSME Promotion Project/ GIZ * Ra‘ed Sweiss, MSME Promotion Project / GIZ

e Nidal Bitar, int@j * Rana Dababneh, Orange Jordan
® Rabie Jammalieh, Orange Jordan

Validation Committee

Reviewers provided crucial feedback throughout the study development, giving their time and expertise.

* Ahmad Hanandeh, Startupjo Council e Mustafa Hamarneh, Economic & Social Council
* Amjad Swais, Startupjo Council * Ramzi Nuzha, Companies Control Department
® Bashar Hawamdeh, int@j ® Raslan Deiranieh, Orange Jordan

* Maha Al Ali, Enrich Business Consulting ® Reem Goussous, Endeavor Jordan

* Marwan Jum’a, 0asis500 * Tamam Mango, Crown Prince Foundation

e Mohammad Al Nabulsi, Economic & Social Council e Yusuf Mansur, EnConsult

* Mohammad Aljafari, Innovative Startupsand SMEsFund e Ziad Al-Masri, Startupjo Council

Experts

Experts and entrepreneurs from the startup and innovation ecosystem including non-governmental organizations as
wellas publicand private sectorinstitutions contributed to this study by sharing their experience and providing valuable
feedback.

e Khaldoon Tabaza, IMENA * Srdja Ivekovic, 2EMMA
° Omar Hamarneh, iPARK ® \eronique Veyrassat, 36o0impact
Disclaimer

The information given herein is for informal guidance only and neither GIZ nor Impact MENA nor any company stated
within this study makes any expressed or implied warranty, or assumes any legal liability or responsibility for the
accuracy, completeness, or usefulness of any information, product, or process disclosed, or represents that its use would
not infringe privately owned rights. Parties are not responsible for any use that may be made of this document.



Abbreviations

Al Artificial Intelligence

B2B Business to Business

B2C Business to Consumer

BVI British Virgin Islands

CAGR Compound Annual Growth Rate

CccD Jordan Companies Control Department

DOS Jordan Department of Statistics

FTE Full-time Equivalent

GDP Gross Domestic Product

GEM Global Entrepreneurship Monitor

GFCF Gross Fixed Capital Formation

Glz Deutsche Gesellschaft fir Internationale Zusammenarbeit
GVA Gross Value Added

ICT Information and Communications Technology
int@j Jordan Information & Communications Technology Association
ISIC International Standard Industrial Classification
ISSF Innovative Startups and SMEs Fund

JEDCO Jordan Enterprise Development Corporation
LP Labor Productivity

MoICT  Jordan Ministry of Information and Communication Technology
MoITS  Jordan Ministry of Industry, Trade and Supply
NLP Natural Language Processing

SDGs Sustainable Development Goals

SMEs Small and Medium Enterprises

SNA System of National Accounts

SSC Social Security Corporation

TBSs Technology Based Startups

TRC Telecommunications Regulatory Commission
VC Venture Capital

2



Contents

Jordan’s Startup Economy: Assessing the economic contribution and potential of tech startups in the Kingdom. ............. 7
1 INTRODUCTION 10
L1 SEUAY RATIONM@IE oo 11
1.2 SEATUS QUO TN JOTA@N oo ees e, 11
B TN (0T 0 [Tk 7 <E3 0000000000000 000000 13
2 APPROACH AND METHODOLOGY 14
2.0 OVBIVIBW ettt
2.2 Data Collection and Analysis
2.3 STAKEN OIAET CONSUITATION PrOCESS oo et e oo s st 16
2.4 DALA COMBTLEA @NT SOUTTES ... 16
241 1iNt@j ICT Firm-level SECLOTIAl SUNVEY 2006 ... 16
2.4.2 Jordan Department of Statistics (DOS) firm-level SeCtorial SUNVEYS ... 16
2.4.3 Jordan Companies Control Department (CCD) & KINZ DAt@DaSES ... 17

2.5 Validity, Reliability and Limitations

3.1 SEATEUD DEIIMITIONS oo 19
3.1.1Stage Dimension: Key DefiNItIONS CIITEIIA oo oo 19
3.1.2 Scale Dimension: Local vs. INTerNAtiONAl e 20
3.1.3 5eCtor DimenSion: TECANOIOBY oo 21
3.0.4 PTOPOSEA DIINMITIONS oo 23

3.2 SEATEUD LI ECYCIO oo 24
3.2.1 STATTUD LIfOCYCIE MOACIS ..o 24
3.2.2 PrOPOSEA SEATTUD LITECYCIE ..o 26
3.2.3 SEAMTUP CaSE SEUAIS oo 26

3.3 ECOMOMIC TMIPACT oo
3.3.1ICT Startup Economic Impact Model
3.3.2 TOLAl ECOMOMUC IMIPACT oo
3.3.3 DITECE IMIPACT oo
P07 K Lo H (= en a1 oY= Yl 0000000000000
TN Lo ULt Ta V2 Y o= [ 0000000000000 0000000000000 U000
3.3.6 Revised Total IMpact USING MUITIPHET ANGIYSIS ...
3.3.7 INT@J DATADASE KEY FACTS ..o

3.4 Social and Environmental Impact
3.4.1Young ICT-Related Firm Regional Development
3.5 Tracking the EVOlUtiON OF JOTA@NS TBSS ... ... . oo
3.6 INter-temMpPoral SUNVIVADIIITY OF TBSS ..o
3.7 T TN EEIY e
3.8 STATTUD GrOWETN BATTIOTS .o oo oo
3.8.1 High Priority Issues, Comments & Recommendations - Government & Policy
3.8.2 High Priority Issues, Comments & Recommendations - Financing & Support
3.8.3 High Priority Issues, Comments & Recommendations - Human Capital ...




4 CONCLUSIONS AND RECOMMENDATIONS 50
APPENDICES 53
ApPPENdiX Al FOCUS GrOUPS OUTCOMIES ..o

Government & Policy - Issues
Government & Policy - Recommendations

FINANCING & SUPPOTT = ISSURS ...
Financing & Support - Recommendations

AU RaaT= T O E oY= A L3 ST U 00000000000000000000000000000000000000000 000000 57
Human Capital - RECOMMENAATIONS .....oooooooooeeeeeeeeeeeeeeeeeeeeeeeeeeee e 57



Figures

Figure 1: Total Entrepreneurial Activity Rates in Jordan compared with 0ther eCONOMIES ... 7

Figure 2: Total Economic Impact for TBSS fOr 2016 (10005 USS) oo

Figure 3: Direct Contributions of TBSs Comparison with Sector & Economy (2016)

Figure 4. Number of entrepreneurial Initiatives in the MENA Region by Country (1974-2010). ... 11
Figure 5: Evolution of the Jordanian Entrepreneurship Ecosystem over the Last 30 Years (1988-2018) ..o 12
Figure 6: Total Entrepreneurial Activity Rates in Jordan compared with 0ther eCONOMIES ... 12
Figure 7: Startup DefiNiTioNS DiMENSIONS ..o 19
Figure 8 Related Models fOr STATTUP LITE CYCIE ... 24
FIBUIE O BUSINESS LT @Y CIO .o 24
Figure 10: Business Lifecycle STAgBES DETAIIEA ..o 25
Figure 11: PropoSed STATTUP LITE CYCI oo 26
Figure 12: Startups Case Studies per Life CyCle STAZE ..o 26
Figure 13: TBS Operational ECONOMIC IMPACT MOAEI ..o 28
FIBUIE 141 TOTAI TBSS IMPACE ..o 28
Figure 15: Total TBSs Impact (Adjusted for Valuable ADAed) ... 29
Figure 16: ICT Startups share in GDP fOr SEleCTed COUNTIIES ... 29
Figure 17:ICT share in GDP in selected ECOMOMUCS ... 30
Figure 18: ICT SeCtor SRAr@ iN GDP (EU, 2005) oo 30
FIGUTE 191 NO. OF EMIPIOYEES ....oooooeeeeeeeeeeeeeeeeeee s 30
Figure 20: Share of employment class between in 2016 for Information & Communication SeCtor ... 31
Figure 21: Average Annual Employment Income of Household by Economic Activity of Head of Household ................... 31
Figure 22: Total REVENUES (LOCAl/ EXDOTE) oo 33
Figure 23: TBSs export performance compared with other High EXPOTt SECTOTS ... 33

Figure 24: Average Imports Vs. Revenues

Figure 25: Registered FINANCIAl CAPital oo

Figure 26: Direct Contributions of TBSs Comparison with Sector & ECONOMY (2016) ....ovvvvvoooooooooooeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeee 35
Figure 27: Share of TBSs compared t0 OVErall ICT SECLOT (0) oo 35
Figure 28: Firm-age distribUtion i The [CT SECEOT ..o 37
Figure 29: Firm Age Distribution in the IT SeCtor (EXPANAEA). ... 37
Figure 30: Young ICT-Related Firm Regional Distribution (2007-2006) ... 40
Figure 31: No. of yearly new firms with ICT-related ODJECTIVES ... 45
Figure 32: FIrms by LEZAl TYPE FOF 20072006 .oooooooooooooeeeeeeeeeeeeee oo 45
Figure 33: Firms by Partner Nationality fOr 2007-2006........ e 45
Figure 34: FOCUS Group INPUL DY TOPIC/SUD-TODIC ..o 46
FIgUre 35 INPUL DY STAZE (FOCUS GIOUPS) oo 46




Tables

TADIE 11 DAEA SOUTCES ASSESSE oo eesese e eeee e e e e e e e e e ee et e e et eesee oo 16

Table 2: Startup Definitions in Selected Countries

Table 3: Tech Startups VS. TECH ENADIEA STATTUDS ...
Table 4: STATTUPS CaSE STUAIRS ..o 27
Table 5:ICT Startup ECONOMIC IMPACT MOAEL ... 28
TADIE 6 MUITIPIHET ANGIYSIS oo 36
Table 7: Key Facts of Total Sample of ICT Firms Including Mature and Startup FIrms ... 37
TADIE 8: KEY FACES OF STATTUDS oot 37
Table 9: Evolution of Jordan’s TBS- CONSTANT VAU AQUE .. ..o 43
Table 10: Gross Fixed Capital Formation for ICT Sector (GFCF or Real INVeSTMENT) ..o 4t
Table 11: Evolution of Jordan’s TBSS - CONMSEANT VA ... oot A
Table 12: Gross Fixed Capital Formation in Core ICT-Services (Telecommunicationsand IT) ... Lt
Table 13: Share of Employment Class between 2012 and 2016 for “Information & Communication” ..........ccccevevvvveeeeeeeeeeeee. 45
6



Jordan’s Startup Economy:

Assessing the economic contribution
and potential of Tech and Tech-enabled
startups

Thechallenge: Understanding and steering
Jordanianstartups’economicimpact

The promise of jobs, growth and innovation through tech
and tech-enabled startups has attracted the attention
of policymakers and stakeholders around the globe. This
is also true in Jordan, e.g. with the government’s plans
for adopting a reform plan for digital entrepreneurship
development (Startup Act initiative). Successful home-
grown enterprises such as Maktoob have shed light on the
potential of the Kingdom’s tech startup scene. Particularly
for young and tech-savvy countries with a small domestic
market like Jordan, technology can be a source of
innovation and serve asanenabler forincreased efficiency,
market access and rapid growth with comparatively little
investment.

Nurturing home-grown startups to unfold their potential
has become a priority especially with Jordan’s economic
growth falling shortin creating sufficientjob opportunities
for those entering the labor market.

Alarmingly, however, the total entrepreneurial activity
in Jordan has been declining.

18.0%
16.0%
14.0%
12.0%

10.0%

Total Entrepreneurial Activity Rates
o
5

Arab Countries

Jordan

Factor Driven  Efficiency Driven Innovation Driven
Economies Economies Economies

Figure 1: Total Entrepreneurial Activity Rates in Jordan compared with
other economies, GEM Jordan Report 2016/2017

According to the Global Entrepreneurship Monitor (GEM)
reports, Jordan’s total entrepreneurial activity rate has
been decreasing from 183% in 2004, 10.2% in 2009, to
8.2% in 2016. Similarly, the rate of established business
ownership has decreased from 5.3% in 2009 t0 2.7% in 2016.
Discontinuation of business has significantly increased
from 15.3% in 2009 to 21.2% in 2016, ranking Jordan second
highest in global comparison.

Anecdotal evidence also shows that many Jordanian
entrepreneurs decide to grow their businesses abroad.
They hope to benefit from more supportive ecosystems.
According to a 2019 World Bank survey of 200 Jordanian
entrepreneurs, startups face numerous barriers to

establishing their business in Jordan, ranging from
inadequate policies and finance instruments to limited
access to talent. The Global Entrepreneurship Index 2018
underlines that Jordan’s entrepreneurship ecosystem lags
in high growth, risk capital, risk acceptance, networking,
and human capital indicators.

While indicators suggest a decline in the entrepreneurial
ecosystem in Jordan, data on the economic impact of
early stage companies in Jordan has not been assessed to
date. Therefore, a sound assessment of the characteristics
of startups’ impact on the Jordanian economy as well as
whether their contribution is increasing or declining and
conclusions on how this impact can be improved are
needed.

In order to nurture a better understanding of the dynamics
of Jordan’s startup ecosystem, the GIZ MSME Project in
partnership with int@j and Orange Jordan commissioned
Impact MENAwith astudy on the economic contribution of
techstartupsinjordan.Developingaclearerunderstanding
of startups’ role in the economy, the study provides
decision-makers, sector leaders and key stakeholders with
important insights of startups’ contribution to national
economic development. This is in turn shall enable
stakeholders to better plan and contribute to an enabling
environment for startup growth and development.

The insights: Jordan’s tech startups help
drive economic growth and inclusion

The total GDP contribution of TBSs to the Jordanian
economy is estimated to reach US$ 168 million. This
takes into account USS 109 million in direct contribution
in addition to over USS 59 million in indirect and induced
contributions. With this, TBSs contributed 0.5% of Jordan’s
nominal GDP in 2016, of which 0.3% constituted a direct
value added. The economic impact of TBSs also expands
toindirectand induced effects through TBSs’ investments,
value chain effects, employees’ spending and last but not
least product and process innovations also tackling social
and environmental challenges. TBSs’ more qualitative
contributions on the economy and society span the
inclusion of disadvantaged groups, improved quality of
life through enhanced products and services, increased
competitiveness through innovation and positive effects
on the environment.
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Figure 2: Total Economic Impact for TBSs for 2016 (1000s US$), Impact
MENA Researchers




Despite challenges due to economy-wide and regional
economic difficulties, Jordanian TBSs enjoy high
performance potential in terms of exportintensity, female
employment, high-wage job creation, and technology
transfer and diffusion. Due to its skill-intensity, the value
added of Jordan’s ICT sector is markedly high compared to
thenationalaverageacrosssectorsandotherkeyactivities.
The average value added generated by the ICT sector
reached 64% of its total output as compared to an average
of 40% for the manufacturing activities and an average of
52% for all Jordanian economic activities.

The opportunities: Concerted efforts
of the government and further
stakeholders to tap startups’ potential
for Jordan

Nurturing TBSs generally as well as specifically with
regards to their export performance can help establish
Jordan as a digital service hub in the region and beyond.
Research revealed a number of entry points for policy
makers to enhance the business and investment climate

for startups. This includes legal (e.g.

50,000 507 startup actand venture capital by-law),
é 46% - regulatory (e.g. regulatory guillotine),
y 6 < incentive (stable tax inducements),
S 40,000 40% 5 institutional and policy frameworks
g 38,597 - - % (e.g.the National Entrepreneurshipand
u 32% E‘ Micro & SME Development Strategy)
§ 30,000 29% 30% - W aspects.
E 26,664 275 . E
£ Lbor ' 2% 2kt t‘% An overarching strategy addressing
> 20000 Productivity 19,929 o 20% ? the needs of s'tartups should consider
S 16% @ recommendations proposed by
S 14,928 Export 5% g startups. An effective public-private
R Intensity _ Female o o dialogue will allow addressing the
o 6,857 ploy 2 most promising interventions on the
‘,; Exports per 5% one hand as well as those possible to
4 Employee o be addressed with little resources at
short notice ("low hanging fruit") on
WTBS @ICTFirms & Economy A Manufaturing @ Services the other hand. One reference entity

Figure 3: Direct Contributions of TBSs Comparison with Sector &
Economy (2016), Impact MENA Researchers

Tech and tech-enabled startups bear further potential
for the Jordanian economy. Given the limited Jordanian
market and the need to promote Jordan’s export
capabilities, TBSs are particularly promising due to their
high export performance compared to both mature ICT
firms as well as other sectors of the Jordanian economy.

Also, the high percentage of female employment in
TBSs is promising. Likely, the combination of ICT being
a sector more accessible for women in Jordan, a sector
with extensive linkages to other economic sectors, and a
sector with a relatively high female participation allows
leveraging the sector as guidance for other sectors in
Jordan.

Another untapped potential is that of "Jordanian” startups
abroad. Anecdotal evidence shows that a number of
startups - although owned by Jordanians and operating
in the Jordanian market - are registered outside of Jordan.
Several of Jordan’s main success stories chose to register
abroad asthey ortheirinvestors consider the business and
investment environment in Jordan less conducive than in
other economies in the region and beyond.

within the government coordinating
or dealing with policies related to startups could help to
facilitate the interaction between entrepreneurs, related
government agencies and support organizations. Further
measures to consider including are the introduction of
exemptions / grace periods for taxes and social security
forthe first years of operation, provision of tax exemptions
for production inputs, establishment of a process for
escalation for startups regarding other issues in terms of
public service provision.

The need: Effective management and
promotion of startups’ impacts requires
a common language and a review of
Jordan’s relevant data sources

Jordan still lacks a formal definition and unified policy
frameworkforstartupsingeneral,andtech/tech-enabled
startups (TBSs) in particular. This inhibits coherent
implementation and synergic impact of government and
non-government interventions for supporting such firms.
This study proposes an operational definition for TBSs
based on international best practices and consultations
with Jordanian key stakeholders.



Proposed definitions for startups as
key for effective data collection and
analysis

* General definition for a startup in Jordan: A new,
typically small firm, atits early phase of operation,
which seeks a sustainable, scalable, profitable,
and potentially high-growth business model.

Operationalized definition for a startup in Jordan:
A legally independent active company, not older
than ten years since formal registration, and
operating in one or more high potential / growth
sectors.

Operationalized definition for technology and
technology-enabled startups (technology-based
startups, TBSs): A knowledge-based, legally
independent active company, not older than ten
years since formal registration, and operating in
one or more ICT commodity or service sectors.

Regularly tracking the evolution, challenges and
policy impacts of the Jordanian ICT sector, including its
startups, will be beneficial for effective measurement
and thus management of support activities. Effective
measurement, however, requires next to a common
language an effective statistical system. Study research
has found locally available sources of information that
are somewhat regularly updated and locally available,
thus not dependent on ad hoc surveys. However, the study
revealed that only three secondary data sources provide
immediately relevant data sets. Also, those data sets need
to be reviewed and refined to ensure their scope, depth
and focus sufficiently answers key questions on startups’
growth paths.

Jordan’s statistical system holds potential for further
refinements to generate official, micro-based, and age-
sensitive data on the contribution and performance of
startups in general and TBSs in particular. Of particular
importance for assessing the indirect and induced effects
of ICT and other sectors are the Input-Output Table and
related statistics. It is recommended to initiate a new and
more detailed Input and Output model for the Jordanian
economy. Int@j provides sector-specific and a regularly
updated, well-developed data set for the ICT sector in
terms of industry coverage and quality. Nonetheless, there
is a need to benefit from DOS international methodology
in covering more standard and detailed variables (e.g.
value added, real investment), as well as other key
variables, such as ICT exit or discontinuation rates (by age
group), geographical concentration of ICT firms, and firm
skill intensity (ratio of employees with Bachelor degree or
higher). Adopting a unique identification number for each
ICT firm would facilitate the systemic tracking of startup
firms over time.

Statistical data, analytical research, and promotional
reports of investment opportunities have substantial
potential for improvement. Unifying the classification of
businessactivitiesaccordingtointernational classification
(ISIC) among the different government entities involved
in the registration, licensing and tracking of businesses
(e.g. Ministry of Industry and Trade, Companies Control
Department, Municipalities, and Department of Statistics)
and business support organizations (e.g. chambers of
industry and commerce as well as associations) will be
crucial to improve data quality. Futhermore, providing a
classification of firms on a more detailed level (e.g. beyond
four digit ISIC codes) in the establishment census and in
sector surveys would allow for more in-depth analysis of
priority economic activities. Such sector-specific analysis
may be bolstered with a regular tracking of internationally
comparable indices such as the Global Entrepreneurship
Monitor that would allow for crosschecking developments
in Jordan in terms of entrepreneurship and startup
development.
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1.1 Study Rationale

Jordan’s economy is dominated by a strong services sector
in terms of contribution to GDP*and large public sector in
terms of employment. Traditionally the largest employer,
accounting for 41% of the workforce, the public sector has
seen a major decline in recruitment in recent years. Latest
official statistics indicate an unemployment rate of 18.7%
in 20182 Currently, Jordan’s economic growth does not
create enough job opportunities to compensate for this
change. In 2016, there were only 49,600 newly created job
opportunities while the number of job seekers grew by
more than 100,000.

Across the world, policymakers and stakeholders at
large are increasingly recognizing the importance
of entrepreneurship as an enabler of growth and
employment®. A study on startups’ contribution
to economic growth in the United States recently
found that while “technology-based startups still
account for a relatively small share of all businesses,
they have an outsized impact on economic growth,
because they provide better-paying, longer-lasting
jobs than other startups, and they contribute more
to innovation, productivity, and competitiveness™
Similarly, a study by PwC on the Australian tech startup
sector suggests that it has “the potential to contribute
$109 billion or 4% of GDP to the Australian economy
and 540,000 jobs by 2033 with a concerted effort from
entrepreneurs, educators, the government and corporate
Australia.”s

Furthermore, there are indirect or spillover ®]
effects of entrepreneurship and flourishing
entrepreneurship ecosystems. This includes
disruptive innovations, i.e. the creation and
offer of products or services that help create
new markets or new supply chain networks
thatdisrupt existing markets, or the ‘knowledge

25 1

20 1

Number of Initiatives
&

spill-over  theory of entrepreneurship®.
This theory sustains that knowledge created 10 1
endogenously  through  entrepreneurship
resultsin knowledge spillovers that allow other 51
entrepreneurs to identify and exploit new
opportunities. 0

Algeria

well as about entrepreneurial and firm characteristics or
policy instruments and packages of support that are most
effective at enabling startups to flourish, grow and reach
scale.

The GIZ ‘Employment-oriented MSME promotion’ project,
int@j and Orange believe in the potential and already
existing contribution of startups to the development of
the Jordanian economy. Therefore, they joined forces
to undertake a study on the impact of technology and
technology-enabled startups have had on the Jordanian
economy.

Developing a clearer understanding of the startup
ecosystem and of startups’ growing role in the economy,
the study shall provide decision-makers, sector leaders
and key stakeholders with a comprehensive overview of
startups’ contribution to national economic development,
enabling in turn relevant stakeholders to better plan and
contribute to an enabling environment for startup growth
and development.

1.2 Status Quoinjordan

Jordan has always been viewed as a country with high
levels of entrepreneurial activity. Several dedicated startup
support programs (e.g. in incubation, mentoring and
Investment) were launched already in the late 1980s and
1990s before many other countries in the region started
establishing such programs.

Lebanon

. Jordan

Egypt

. Morocco
. Syria

. Saudi Arabia

Tunisia

Yemen

,/Palestinian Territories

Q
T T T T T T T T

Kuwait

0.00 002 004 006 008 010 042 014 016 018 020 022 024 026 028 030 032 034

Notwithstanding, entrepreneurship remains
a relatively new field of research, especially
in developing countries. Beyond anecdotal
evidence, we know little about the contribution
of startups to economic growth, structural transformation,
productivity growth, innovation and employment, as

@ Entrepreneur Havens

Initiatives/population

© Late Adopters Laggards Q Bubble size represents the country’s GDP per capita

Figure 4: Number of entrepreneurial Initiatives in the MENA region by
Country (1974-2010), Booz & Company

1 According to the Central Bank of Jordan Annual Report (2017), the total service-producing sectors relative importance to GDP is 66.6% which in-
cludes government services with a relative importance of only 13.2% of GDP

2 Jordan Department of Statistics, Q2 2018.

3 The World Bank Group (2016), ‘Growth entrepreneurship in developing countries: a preliminary literature review, working paper.

4 Information Technology and Innovation Foundation (2017), ‘How Technology-Based Startups Support U.S. Economic Growth’

5 PwC(2013),‘The startup economy: How to support tech startups and accelerate Australian innovation’

6 Acs, Z.), Braunerhjelm, P, Audretsch, D.B. et al, ‘The knowledge spillover theory of entrepreneurship,” Small Bus Econ (2009) 32: 15.
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Figure 5: Evolution of the Jordanian entrepreneurship ecosystem over the last 30 years (1988-2018)

The above figure presents examples of various
entrepreneurship programs and support organizations
established in Jordan over the last thirty years. In each
generation, new offering was introduced, helping the
ecosystemasawholetoevolvetobecomeoneoftheleading
regional hubs for startups. This is a not an exhaustive list,
but created to showcase prominent examples of Jordanian
programs and support organizations fully focused on
developing entrepreneurship and supporting startups in
Jordan, launched in the last 30 years.

But when the size and quality of enterprise creation and
growth are assessed, a number of issues surface, and
a major paradox emerges: Data suggests that the total
entrepreneurial activity i n Jordan is declining rather than
increasing.

As per the latest Global Entrepreneurship Monitor (GEM)
National Report for Jordan”:

* Jordan’s total entrepreneurial activity® rate has been
decreasing over time from 18.3% in 2004, 10.2% in 2009,
t0 8.2% in 2016.

*The rate of established business ownership® has
decreased from 53% in 2009 to 2.7% in 2016.

7 Global Entrepreneurship Monitor Jordan National Report, 2016/2017

* Discontinuation of business® has significantly
increased from 15.3% in 2009 to 21.2% in 2016, ranking
Jordan second highest in global comparison.
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Figure 6: Total Entrepreneurial Activity Rates in Jordan compared with
other economies, GEM Jordan Report 2016/2017

While these indicators suggest a decline in the
entrepreneurial ecosysteminjordan,dataon the economic
impact of early stage companies in Jordan has not been
assessed to date to explore this trend further. Therefore, a
sound assessment of the current contribution of startups
and whether the contribution of startups to the Jordanian
economy is increasing or decreasing and conclusions on
how this impact can be improved are needed.

8 Total entrepreneurial activity rate assesses the percent of working age population both about to start an entrepreneurial activity and that have

started one from a maximum of 3 years and half.

9 Percentage of working age population who are currently an owner-manager of an established business, i.e, owning and managing a running busi-
ness that has paid salaries, wages, or any other payments to the owners for more than 3 years and half.

10 Discontinuation of businesses indicates the percentage of nascent entrepreneurs or owner-managers of a new business, who have, in the past
12 months, discontinued a business, by either selling, shutting down, or otherwise discontinuing an owner/management relationship with the busi-

ness.
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In order to understand the dynamics of Jordan’s startup
ecosystem, intensive researchisrequired. However, limited
empirical work has been done till now in Jordan to tackle
this information and knowledge gap.

This study serves to provide a first assessment of startups’
actual and potential impact on the national economy. With
this, the study aims to help identify ways to increase the
quantity, quality and impact of enterprise creation and
growth in Jordan.

1.3 Study Objectives

This empirical study is the first in Jordan to quantitatively
assess the contribution of technology and technology-
enabled startups (technology-based startups or TBSs)
using firm-level data. TBSs for the purpose of this study are
defined as young firmsin Information and Communication
Technologies (ICT)and in related services (e.g. call centers),
covering ICT services, manufacturing and trade activities.

Previous studies focused on the ICT sector as a whole,
covering all firms (i.e. both startups and mature firms). By

disaggregating data, this study aims to shed light onto
the particularities of TBSs and their actual and potential
contribution to a thriving economy.

Specifically, the study will focus on the following areas:

e Definitions: Develop locally relevant definitions to
key entrepreneurial process-related concepts such as
startup, tech/tech-enabled startup, startup lifecycle
and stages.

* Case studies: Customize the startup life cycle model for
Jordanian tech/tech-enabled startups (i.e. technology-
based startups, TBSs) and apply it to selected case
studies.

* Impact assessment: Estimate quantitatively the overall
economicimpact (direct/indirect) of Jordanian TBSs.

* Research: Propose suggestions on how to conduct
future studies especially related to improvement of
data availability and quality.

* Policy: Identify challenges, barriers and opportunities
that hinder/encourage enterprise creation and growth
inJordan and identify potential policy changes.
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2.1 Overview

For the first time in Jordan, firm-level data is used to
quantitatively assess the contribution of TBSs in Jordan’s
digital economy, namely in ICT, e-commerce and related
services. Thesecondary firm level data, classified according
to activity categories as defined by the International
Standard Industrial Classification (ISIC 4), is used to explore
key featuresandimpacts of TBSsin the Jordanian economy.
This includes their value added, employment, investment,
taxes, and startup-age distribution in Jordan.

Both current performance and inter-temporal evolution
of TBSs are explored using different methodologies. Firm-
level databases from int@j and the Jordan Department
of Statistics (DOS) were utilized to track the growth
and contribution of TBSs in Jordan using the same ISIC
4 classification. More specifically, data analysis was
conducted using both time-series and cross-section
approaches.

The research built also on an extensive literature review
and adopted an interpretive approach including in-depth
interviews and focus groups to better understand the
various factors influencing startup creation, growth, and
economic impact in Jordan.

A comprehensive literature review was conducted initially
to identify related definitions, models and studies. The
review aimed to identify related studies to benefit from
theirfindingsandidentifyinformation gapsforappropriate
and effective focus on the present assessment. This was
later complemented by consultations done with key
stakeholders including the national validation committee.

2.2 Data Collection and Analysis

This study adopted multiple approaches and utilized
differentdatabasestotrack the contributionandevolution
of Jordanian TBSs. It follows, amongst others, Ernst and
Young (2017) “Determining the Contribution of the ICT /
Telecommunication Sector to GDP in Ghana”, but with a
focus on TBSs.

The study uses the Supply Side Satellite Account method,
a re-classification and re-arrangement of the System of
National Accounts (SNA) in macroeconomic statistics.
The SNA is the internationally agreed standard set of
recommendations on how to compile measures of
economic activity. This approach re-organizes the national
systemofaccounts toidentify the contribution of a specific
industry to a state or national economy. The advantage of
the satellite accounting approach is that it uses existing
economic data and links ICT economic activities with an
accepted system of accounts.

The following approaches were used in this study based on
its objectives and type of available data:

* Special Cross-Section Surveys: Primary micro data for
technology-based startups (int@j 2016).

* Extended National Accounting Method: ICT Supply
Side Satellite Account method (DOS 2012-2016).

* Input-Output Modeling: Tracking linkages among various
sectors of an economy; assessment of indirect and
induced impacts (DOS 2006 & 2010).

¢ Stakeholder Consultation Method: Validation of findings
through expert consultations and complementary
qualitative assessment.

Other approaches that can help assess economic impact
wereidentified. These may be considered for future studies
toshedlightonareas beyond the scope of thisinitial study:

¢ Panel Study of Startup Dynamics: Tracking same startups
over time using panel data.

* Growth Accounting: Econometric or regression modeling.

In-depth interviews and focus groups were undertaken
to discuss the factors related to enterprise creation and
growth as well as theirimpact. Asemi-structured interview
approach was used to provide a balanced control of
the discussion. This approach enabled the interviewer
to gather necessary information and at the same time
allowed respondents to enrich the discussion with first-
hand experiences and examples.

The data from the in-depth interviews and focus groups
were analyzed to derive themes and priorities considered
of high relevance by the startup ecosystem at large. Firm-
level quantitative data was analyzed using Excel.

Three focus groups, one with founders of new startups,
one with founders of established startups and one
with founders of mature startups were organized in
collaboration with the Jordanian Ministry of Information
and Communication Technology (MolCT) and the World
Bank. The focus groups topics were selected based on
a survey implemented by the World Bank amongst 200
Jordanian entrepreneurs in January 2019 to shed light
on challenges and potential mechanisms to foster the
establishmentand growth of startups. The following were
identified to be priority areas for potential interventions to
improve the business and investment climate for startups:

* Government and Policy
® Financing and Support
* Human Capital

The results of the focus groups are presented in this study
with issues, comments and recommendations analyzed
and categorized based on:

e Agreementlevel ondiscussed issues/recommendations
within same group/stage

* Agreement level on discussed issues/recommendations
acrossall groups/stages

® Impact on the economic contributions
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Table 1: Data Sources Assessed, Impact MENA Researchers

Information &

Study

Indicators Communications Department
covered by Technology of Statistics
the Data Association (DOS)
Source (Int@j)
Available
(Fully) . .
Available 5 5
(Partial)
Total 11 11
Rank 1 1
2.3 Stakeholder Consultation Process

The study was supervised and guided by a steering
committee with high-level representatives from GlZ,
Orange Jordan and int@j. In addition, a validation
committee representing key stakeholders in the national
entrepreneurship ecosystem was engaged to discuss
the study approach and verify findings. The committee
consisted of respected decision makers, experts, business
and social leaders from various fields to provide advice
and support to the study implementers. The committee
validated the different stages and outcomes of the study.
Two in-person committee meetings were held as well as
one written feedback round.

2.4 DataCollected and Sources

A review was conducted to identify available data from
national and international data sources. Each data source
was evaluated in terms of its coverage for key study
indicators including the following:

Indicators related to startup creation:

e Numbers created

* Motivation to start

* Market & industry focus

* Founderdemographics (age, education, gender, location)
* Employees demographics (age, education, gender, location)

Indicators related to startup growth and impact:

* Numbers by lifecycle stage
e Numbers closed

* Revenues

® Exports

® Imports

* Value added
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Companies

Chambers Global

Entrepreneurship
Monitor

Social

Control of
Department
(CCD) & KINZ

Security

Corporation Tt T

Trade

3 2 2
0 2 0
3 3 2
3 3 4

® Taxes

e | ocal and international Investments

e Salaries

e VValuation

e Intellectual Property (patents, licensing, copyright)
* Employment (number of jobs, gender)

Based on this assessment, secondary data was collected
from three top sources, namely Int@j, DOS and CCD/KINZ.
Using multiple data sources provided an opportunity
to asses such data and specify needed changes or
improvements in the data sets in order to generate better
reports in the future building on existing and regularly
updated data.

2.4.1 int@j ICT sector survey 2016

In a first step, cross-section analysis was conducted using
the int@j database to measure the absolute size of the
Jordanian TBS sector and its main components in 2016
(the latest year available for timely analysis). Surveys of
previous years, unfortunately, did not allow for consistent
time-series analysis.

int@j cross-sectional secondary data provided the base to
measure startup contribution levelsin 2016. The results are
based on theresponses by the companies that participated
in the int@j annual survey covering both int@j and non-
int@j member companies. This includes companies
from different segments of the ICT sector, but naturally
respondents do not cover all firms active in that space.

2.4.2 Jordan Department of Statistics (DoS)
firm-level sectorial surveys

In a second step, the dynamics of the TBS sector using DOS
firm-level sectorial surveys from 2012 and 2016 is assessed,
focusing on changes in TBS performance and economic
contributions over time.



Some challenges were faced to conduct analysis using
DOS data due to issues related to the sampling frame. The
sampling frame (i.e. the whole targeted population) of both
the Annual Sectorial Surveys and the Employment Surveys
(available till 2016) is based on the 2011 Establishment
Census and has not been updated since. This means,
unfortunately, that the sampling frame of DOS surveys
does not cover newer firms established between 2012 and
2016.

Hence, DOS data can only be utilized to track changes in
startup contribution (i.e. evolution of startup performance)
but not to assess the current level of startup contribution.
Strength pointsofthe DOSdatabaseinclude theavailability
of firm-level value added, investment and tax data.

2.4.3 Jordan Companies Control Department
(CCD) & KINZ databases

Data of the Companies Control Department (CCD) of the
Ministry of Industry, Trade and Supply (MoITS) & KINZ was
used to assess TBS business creation and exit over a 10-
year period.

Team Leader at GIZ

CEO of Impact MENA

A challenge faced with CCD data is related to the
classification of the firms, as it lacks standardization of
the classification of the firms’ economic activities as per
international standards such as ISIC 4. For that reason, the
research team conducted an intensive review of the full list
of business objectives (over 24,000 objectives) to identify
those related to ICT (especially tech-enabled) and to then
identify firms using ICT and active across the country.

KINZdatawas usedalsoasitprovidedits own classification
forfirmsbased onISIC4.

2.5 Validity, Reliabilityand Limitations
The study focused on TBSs established between 2007 and
2016. Not all findings can be generalized to other startups
from other sectors. Also, DOS and CCD data have some
limitations as they are better suited for locally registered
tech startups but have less coverage for tech-enabled
startups or offshore companies. This is due to the fact that
these official data sources classify tech-enabled startups
innon-tech sectors on the one hand and that the data does
not cover firms registered outside the country on the other
hand.
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3.1 Startup Definitions practice of astartup public policy requires a more concrete
and operational definition for startups.

Locally relevant and accepted definitions to key

entrepreneurial process-related concepts help to create One of the leading research studies published on startup
a common language among ecosystem stakeholders. This deﬁ.m‘tlons was done by Luger & Koo™.In their research on
is an important basis for a common understanding of ~Definingand Tracking Business Startups, Luger & Koo have
challenges and opportunities in the startup ecosystem as  Proposed three main criteria to qualify startups that will
well as for defining startup segments, their needs, and the ~ help differentiate startups from other new businesses, and
type of policies and further interventions needed to tap IMProve the impact assessment process by focusing
startups’ impact potential. mainly on relevant firms:

To be able to develop a comprehensive definition accepted New: Firm did not exist before during a
and applied by different stakeholders in Jordan, the below given time period

aspects will be discussed before proposing a definition: . ‘
P prop & Most studies on startups use “new” as the main

discriminator. This refers to the creation of an entirely
new enterprise that did not formerly exist as an
organization. This excludes firms created by changes
in name, ownership, location, or legal status.

1

Startup . . .
_ : Active: Firm starts hiring at least one
(Stage Dimension) paid employee during given time period
In reality, some registered companies exist only on
paper. That is why it is important to add “active” as a
second criterion. Thus, to be considered a startup a
2 firm should not only be new but should also engage
in the trading of goods or services. Dun & Bradstreet,
Local Vs. for e;lgn;]ple, deﬁnEe slta(rjtups as “newly opened atctivle|
. establishments” Excluding in-active companies wi
International not impact the results of economic impact studies,
(Scale as most “paper” firms do not create value added, hire
Dimension) people or invest, creating little economic impact.

Independent:Firmisneitherasubsidiary

nor abranch of an existing firm

Figure 7: Startup Definitions Dimensions, Impact MENA Researchers ; ]
New firms can be established by one founder or a

3.1.1 Stage Dimension: Key definition criteria group of individual founders, but also non-founder
new firms (branches) created by existing businesses.

Theresearch conductedindicated thatthereisnouniversal It is imperative to differentiate between non-founder
definition for a “startup”. Only general definitions are new firms and new firms established by original
agreed-upon by most academics, practitioners and policy- foundersin terms of size, capitalization,and economic
makers. Below is a compiled definition that includes the stimuli. Considering non-founder firms would
most commonly used attributes in defining a startup: skew the picture in terms of startups’ needs and
performance, as these companies depend on support

‘ ‘ from parent companies in resources and capabilities,
. . . whereas startups have to start from zero and have

A new, typlca’"y small flrm atits limited access to such support. Any proposed startup

early phase of operation, that incentives and support should target founder startups,

seeks asustainable, scalable, whereas non-founder firms can benefit from other

. . . incentive and support schemes targeting established
proﬁtable, and potentlally hlgh' and mature firms planning to grow in specific sectors

growth business model., , or geographies.

The main problem of such a general definition is that it The three criteri'a.(nevv, active,indepe.ndent)will be used to
is not operational for economic research purposes: high- ~ aualify new entities as startups, helping to develop a more
growth startups are “difficult to identify ex-ante”, but the ~ Practical definition for the purpose of this study.

11 Primi, Annalisa (2015) Start-Up Latin America 2016- Building an Innovative Future. Startup Nations Summit 2015.

12 Luger, M.l. & Koo, J. Small Bus Econ (2005).
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3.1.2 Scale Dimension: Local vs. International

Local Definitions for Startups

InJordan, several national policy documents attempted to
clarify what is meant by startups, tech startups, and tech-
enabled startups.

The 2018 by-law on venture capital (VC) companies does
not define tech or innovative startups, but refers to high-
riskand promising high-growth SMEs as investment aim of
VC companiesin jordan:

Regulation No. (143) of 2018
Regulation for Venture Capital Companies

Article 4 - The following are required in the Company:

a. Its objectives shall be in the direct investment or
the establishment of funds to contribute and invest
in the capital of small and medium-sized companies

with high risk and significant growth potential.

The Jordan Economic Growth Plan 2018-2022 issued by the
Economic Policy Council defines startups as those
companies younger than three years for the purpose of
allowing tax deductions on entrepreneur investments.

The 2014-2018 National Entrepreneurship and SME
Growth Strategy for Jordan, led by the Jordan Enterprise

Development Corporation (JEDCO), does not define
startups or tech startups, but proposes a definition for an
early-stage startup (ESSU): “a new business that has been
in operation for no more than two years” Within the
updatedbutstilldraft2016-2020 National Entrepreneurship
and Micro & SME Development Strategy, JEDCO explicitly
defines startups as “new and registered enterprises not
exceeding 2 years of operation”.

The World Bank Innovative Startups Fund Project (2017)
for Jordan identifies companies for the purpose of finance
provision as “firms with less than 5 years of activity” The
newly established Innovative Startups and SMEs Fund
(ISSF)* aims to increase private early stage equity finance
for innovative small and medium enterprises (SMEs). For
the fund purposes, a startup was defined as: “Any SME in
the process of becoming operational or any existing SME
that has yet to sell its product or service commercially”.
SMEs were defined as: “Formally established innovative
companies (new or existing) less than 5 years old”.
Innovative was defined as: “new or improved products,
goods or services; new or improved processes and/or
business models”.

In summary, no local common definition exists for startups
in Jordan. However, various organizations and initiatives
propose different relevant definitions with one common
factor, namely the age class of a company.

International Definitions for Startups
Below is a comparison for startup definitions in selected
countries:

Table 2: Startup Definitions in Selected Countries, Impact MENA Researchers

Country/
Country

Age class

Other operational criteria

Source of

definition Focus of definition

group

Not older than 8

Number of employees; total assets;

Startups Law

Tunisia Technology-based and high-growth SMEs
years revenues (2018)
Income; profits has not been distributed .
o ) i ) Law on Aid
as dividends and is re-invested in ) ) )
) Not older than g , for Startup Innovative and scalable business with
Latvia startup company’s development; Tax ) : :
years Companies high growth potential
arrears; and at least 70% of employees (2016)
hold Master or PhD
Innovative Firms with innovative product, process,
_ Not older than 5 R&D expenses (as a percent of total .
Philippines , Startup Act or business model that are not a mere
years operation costs); gross annual revenues ) )
(2017) end-user of innovation
L European ) ) )
o Younger than 10 Significant employee and/or sales S VIerTlier Startups that feature (highly) innovative
years growth 3 technologies and/or business models
(2015)
Turnover; company subject to taxation;
Not older than 4 ; Startup Act :
Italy owned directly for at least a 51% share Innovative startups
years L (2012)
by individuals
Entity working towards innovation,
Not older )
development or improvement of
than 7 years Turnover; startup has not been ) :
) ) o Startup Law products or processes or services, or if
India (10 years for established through splitting up or

biotechnology
startups)

13 The World Bank Project Operations Manual for Innovative Startups Fund Project in Jordan, 19 May 2017
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reconstruction of an existing business

(2018)

itisascalable business model with a
high potential of employment or wealth
creation



The above comparison allows drawing a number of
conclusions:

* The specific and formal definition of a “startup” varies
across countries.

e Several operational but different criteria do exist.

e All definitions focus on new innovative and technology-
based firms.

A common feature is the identification of an age class.
The company’s age is an enduring and pivotal factor in
identifying startups in all of the definitions. The minimum
is 4 years (Italy), the maximum is 10 (EU), with an average of
6.5 years for this group.

Most local experts consulted during this study
recommended moving the threshold age to the high end
(such as applied by EU, Tunisia, and India) as the startup
development process in Jordan is likely to take longer due
to a small size of the domestic market, limited access to
finance or advanced support services, barriers to export
and other barriers to growth.

At the same time, policy makers and other players in
the ecosystem need to be cautious not to create a new
generation of Jordanian startups fully dependent on
support schemes in such a way that these companies will
fail after such support is stopped or significantly reduced.
One solution could be gradually reducing selected benefits
afteras-years period, for example, allowing the startups to
be lessdependent on such benefits,and creating a sense of
urgency to start developing an operational model similar
to mature firms.

0

The Indian Government in the Indian Startup Law (2018)
definesaStartup as an entity, incorporated or registered
in India not prior to five years, with annual turnover
not exceeding 25 crores (USD ~3.5 Million) in any
preceding financial year, working towards innovation,
development, deployment or commercialization of new
products, processes or services driven by technology or
intellectual property.

As forthelegalregistration, theentity should beaPrivate
Limited Company registered under The Companies Act,
2013 or a Registered Partnership Firm under The Indian
Partnership Act, 1932 or Limited Liability Partnership
registered under The Limited Liability Partnership Act,
2008. For the offering, the entity should develop and
commercialize a new product or service or process; or

Other accompanying features of standard definitions of
“startups” do exist (such as turnover) but seem to vary by
country. Furthermore, all considered countries envisage
“startups” as analogous to high-tech, knowledge-based
or innovative startups. This is likely due to the fact that
these firms are considered to be capable of generating
more economic impact compared to other startups.
According to Miller*, there is a wide variety of startups,
but only some of them have a noticeable positive effect on
economic development. New technology-based firms and
opportunity-based startups are the type of new firms that
are most likely to generate a large number of jobs and to
grow quickly.Ontheotherhand, copycatstartups thatcopy
established business models and firms created to escape
unemployment (necessity-based entrepreneurship) are
likely to have lower growth rates and potential economic
impact.

3.1.3 Sector Dimension: Technology

To cater to the sector dimension and define more
specifically tech and tech-enabled startups, tech
businesses in general (that includes startups and mature
firms) need to be defined.

The California Small Business Development Center system
defines a technology enterprise “as a business in which
research and development bring forth an innovative
product, process or service. The innovation typically
involves intellectual property that contributes to a
strong competitive advantage in the marketplace and
serves as a foundation for a high rate of growth”.

Spotlight: Defining startups for targeted policy support:
The Indian Startup Law

a significantly improved existing product or service or
process, which will create or add value for customers or
workflow.

Finally, the business is considered to be a Startup
Business (eligible business to benefit from preferential
policies) if supported by any of the below:

e Recommendation letter of an incubator in Post-
Graduation Indian College

e Recommendation letter of an incubator funded or
recognized by the Government of India

* Should be funded by a private equity fund like Angel
or venture capital

* Has a patent grant on the product

14 Mdller, Bettina (2012) Start-up promotion instruments in OECD countries and their application in developing countries, giz, Germany.
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According to Bailetti*,thedefinitions
found in the literature suggest that
technology  entrepreneurship is
about:

* Operating  small  businesses
owned by engineers or scientists;

* Finding problems or applications
for a particular technology;

e Launching new ventures,
introducing new applications,
or exploiting opportunities that
rely on scientific and technical
knowledge

* Working with others to produce
technology change.

Technology entrepreneurship s
also strongly linked with a resource-
based view of a sustainable
competitive advantage, which s
concerned with how to create and
capture value. Both concepts pay
explicit attention to how resources
that embody technology and
scientific advances create and
capture value. The resource-based
theory of a sustainable competitive
advantage links firm performance
to firm resources and includes
concepts such as capabilities,
dynamic capabilities, and core
competencies, and how a firm can
create and capture more value than
its competitors on a sustained basis.

Identifying and Defining Tech
Sectors

To quantitatively assess the economic
contribution of TBSs in Jordan, this
study adopts a sector-based approach
in tracking TBSs in Jordan. It will be
based on the ISIC 4 classification of
all economic activities describing
relevant sectors. Furthermore, the
study focuses on ICT manufacturing
and services as other high-tech
industry groups are considered
minimal in terms of numbers and
activity size.

Though many economists would
suggest that a larger share of the
technology-based economy, sectors,
and startups is a revealing sign of
a superior competitive position,
the term “Technology Sectors” defy

15 Tony Bailetti. Technology Entrepreneurship: Overview, Definition, and Distinctive Aspects. Technology Innovation Management Review, Iss Febru-

ary 2012.
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Tech and tech-enabled sector: General and study-
specific scope

A general and customized classification of knowledge-intensive activities
(tech sectors) in Jordan comprises the following:

* High-tech and medium-high-tech manufacturing including;
= Pharmaceuticals
= Computers
= Electronics
e Community, social and personal services, specifically:
= Health Services
= Higher Education
* |CT:
= 5 services sectors (including communications and maintenance)
= > wholesale trade sectors
= 5 industrial sectors
® E-commerce
® Publishing activities (Information Economy sector, ISIC4=58)

* Motion picture, video and television program production, sound
recording and music publishing activities (Information Economy sector
1S1C4=59)

® Programming and broadcasting activities (Information Economy sector
ISIC4=60)

* Knowledge-intensive business services:

= Activities of head offices and Management consultancy activities
ISIC4=70

= Architectural & engineering activities and Technical testing & analysis
ISIC4=71

= Scientific research and development (R&D) ISIC4=72
= Advertising and market research ISIC4=73
= Professional, scientific and technical activities ISIC4=74

Based on the study scope and objectives, the focus is mainly on the digital
economy, and thus the tech and tech-enabled sectors covered in measuring
the contribution and performance of TBSs are:

° ICT:

= 5 services sectors (ISIC4=5820, 61, 62,631,951)
o Software publishing
¢ Telecommunications
o Computer programming, consultancy and related activities
0 Data processing, hosting and related activities; web portals
0 Repair of computers and communication equipment

= > wholesale trade sectors (ISIC4=4651, 4652)

0 Wholesale of computers, computer peripheral equipment and
software

0 Wholesale of electronic and telecommunications equipment and
parts

= 5industrial sectors (ISIC4=2610, 2620, 2630, 2640, 2680)
0 Manufacture of electronic components and boards
0 Manufacture of computers and peripheral equipment
0 Manufacture of communication equipment
0 Manufacture of consumer electronics
0 Manufacture of magnetic and optical media
® E-commerce
e Call Centers (ISIC4=8220)
e [CT Training



easy or standard definition * %, especially in the service
sectors®®. Thus, the extent to which a particular activity
(sector) whether in the manufacturing or service sector is
“technology-based” is one of degree rather than an exact
binary distinction of yes or no.

Apparently, the lack of consensus on the nature of
technology sectors can inhibit the quest for a consistent
measurement and monitoring mechanism. In principle, a
technology sector is one in which "knowledge is a prime
source of competitive advantage™® and characterized by
"rapid technological progress"

In practice, technology sectors can be identified by "an
above-average spending on research and development
(R&D), above-average employment of scientists and
engineers, or both"? but innovation in services is less
dependent on R&D efforts®.

Eventhelastoperational definition (Tyson)does notensure
international or inter-temporal comparability of the term,
particularly in the cut-off point (industry averages). The
concept is even more blurred in the case of developing
countries where:

e Indicators of innovativeness (e.g. R&D expenditure and
patents statistics) are either absent or insignificant
to record, at least at the detailed level of industrial
disaggregation;

* Technological content of a product may differ between
developing and industrial countries*, with much
emphasis on imitation or assembling imported parts in
developing countries.

Consequently, statistics on technology transfer, such
as licensing payments, technical agreements and joint
ventures, might be more relevant to the case of Jordan.

In general, technology sectors are distinguished by two
main characteristics:

e Involves significant learning® as well as

e Involves high risk and possibly high returns, and a high
rate of change®.

High-technology products are also differentiated
products, distinguishing an offering from others to make
it more attractive to a particular target market through
different design, features, delivery, quality and price. High-
technology startups generally adopt a differentiation
strategy, at least in the early stages of the product-life
cycle. This enables them to compete with larger firms and
charge a premium price, thus recouping their often high
R&D expenses.

Technology-based startups and sectors do exist in service
sectors (e.g. e-commerce) as well as in manufacturing
industries (e.g. computers). Service sectors can be labeled
technology-based because they are users of technology
techniques or inputs. Manufacturing industries are
primarily technology-based if they are producers of
technology®”, but services are increasingly moving
from intensive technology use to becoming technology
producers?, so some technology is becoming part of the
offering instead of being only used in the back-end to
deliver the service.

3.1.4 Proposed Definitions

Takingintoaccountthethreebasicrequirementsdiscussed
above (new, active, independent), the various dimensions
and definitions identified, and the study objectives, below
definitions have been developed for the purpose of the
study:

A general definition of a startup in the context of Jordan:

“A new, typically small firm, at its early phase
of operation, which seeks a sustainable,
scalable, profitable, and potentially high-

growth business model.”

16 Stern, Nicholas (1991) The Determinants of Growth, Economic Journal 101, January, 122-133.

17 Grupp, H. (1995) Science, high technology and the competitiveness of EU countries. Cambridge Journal of Economics, 19: 209-223.
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20 Tyson, L. (1992) Who'’s bashing whom? Trade conflict in high-technology industries. Washington, DC: Institute for International Economics.

21 Nelson, R.(1984) High-technology policies: A five-nation comparison. Washington and London: American Enterprises Institute for Public Policy

Research.

22 Tyson, L. (1992) Who's bashing whom? Trade conflict in high-technology industries. Washington, DC: Institute for International Economics.

23 Abdal, A etal. (2016) Rethinking sectoral typologies: A classification of activity according to knowledge and technological intensity. RAI Revista de

Administracdo e Inovacdo 13,232-241.
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industry. Cambridge: Cambridge University Press.
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A more focused, operational definition of a startup in the
context of Jordan is:

“A legally independent active company, not
older than ten years since formal registration,
and operating in one or more high potential/
growth sectors.”

To cater to the narrower scope of this study on technology
and technology-enabled startups, a technology-based
startup (TBS) in the context of the study is defined as:

“A knowledge-based, legally independent
active company, not older than ten years since
formal registration, and operatingin one or
more ICT commodity or service sectors.”

3.2 Startup Lifecycle

Any business goes through specific stages to grow from
inception to maturity. The focus and length of stages

depend on the type of business. For technology and
technology-enabled businesses, the focus is more on the
business model development and validation, creating a
competitive advantage, and managing growth. Each stage
presents specific issues and challenges.

3.2.1 Startup Lifecycle Models

The literature review conducted identified the following
startup life cycle models focused on technology startups.
The models varied from four-stage models (Partanen?,
Muhos®® and Autio 3% to a six-stage model (Buss 3).

In this study, we are adopting the below business lifecycle
adapted and used by Kauffman Foundation and many
other leading organizations, similar to the Buss model. It
divides the journey of any business into seven stages and
describes in detail the journey of building and growing a
technology business. This model covers and details all the
related steps, activities, changes, developments and issues
that a typical technology startup goes through.

Each stage is characterized by specific developments
related to the offering, sales, financials and growth rate.

mm
Early stage or Later oraccelerated : " ’
Seedor R&D shippingstage stage Sustained growth Maturity or exit
Conception and oAt
m
Innovation Offering o ligati Achieving rapid
deVE|0pment

Figure 8: Related Models for Startup Life cycle

Growth- Growth- Innovation
Early Stage Rapid or Decline

Figure 9: Business Lifecycle, Kauffman Foundation
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based SMEs. Industrial Marketing Management, Vol.37,No. 5, 513- 522.

30 Muhos, Matti - Piila, Laura - Iskanius Pdivi (2008) Dimensions of Growth - A Case Study in Finnish Technology Intensive SMEs. In: Proceedings of
ERBF 2007, ed. by M. Hannula - M. Koiranen - M. Maula - M. Seppd - M. Suoranta - J. Tommila. Tampere University of Technology (TUT) and University of

Jyvaskyla (Juy).

31 Autio, Erkko - Kronlund, Mathias - Kovalainen, Anne (2007) High-Growth SME Support Initiatives in Nine Countries: Analysis, Categorization and
Recommendations. MTI (Ministry of Trade and Industry) Publications 1/2007: Helsinki.

32 Buss, Terry F.(2001) Capital, Emerging High-Growth Firms and Public Policy: The Case Against Federal Intervention. Green Wood Publishing Group
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; Entrepreneurs determine the
Conceonn feasibility of the new business
The businessislaunched

Customer responses validate the
business concept and marketing
efforts

Growth-Early
Stage

Salesand profits are increasingasa
result of new customers and
expanding markets

The businessoutpaces theindustry
growth ratesand establishesitselfas
a viable concern

Sales hittheir highest point or may
level off as aresultof saturated or
very competitive markets

Innovationor
Decline

Salesare typicallyinconsistentat
best i

STUDY ON THE ECONOMIC CONTRIBUTIONS OF STARTUPS

Entrepreneurs modify products or
services and experiment with
different market penetration
tactics

eldom meeting the
neur’s expectations

The business struggles to find its
competitive advantage
Cash flow isan issue because of
the cost of growth

Salesincreaserapidly and some
entrepreneurs decide to sell their

businessat this stage

Customer retention is key as well
as managingresources
Salesand profits start or continue Withoutinnovation, the business New products or services and new
theirdescent declines markets are needed

Figure 10: Business Lifecycle Stages detailed, Kauffman Foundation

O Spotlight: Startup lifecycle, A Different Model

To show another related model, GIZ guide to Startup
promotion instruments in OECD countries and their
application in developing countries presents another
approach in analyzing the process to start a new
business and establish it in the market, in which the
business goes into four stages:

Idea stage Seed stage

Each stage has
challenges:

e The idea stage: entrepreneurs identify
opportunities for a business and decide to engage
in entrepreneurial activity.

* The seed stage: entrepreneurs assess the market
in terms of competition, demand levels, potential

its own specific activities and

Startup

stage

substitutes, the prices of inputs and the willingness
of potential customers to pay; they develop a
business model and identify the key assets needed
to run the business (e.g. human capital, technology,
location and marketing strategy). This stage may
also include the research activities needed for the
development of the
products the firm
wants to produce.

* The startup stage:
establishment of the
business, including
the official set up of the enterprise, hiring of
employees, renting of office or production space,
and procurement of equipment. The need for
financing is particularly high during this phase.

* The expansion stage: the period following the
successful launch of a product on the market: if
the market responds positively, the volume of
production is increased to an optimal scale.

Expansion
stage
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3.2.2 Proposed Startup Lifecycle

Below stages are proposed to reflect the Jordanian startup
lifecycle, where the startup stages are divided into three
separate stages, providing the firms with a longer time
frame to be able to prepare for later growth stages. This is
aprocess that typically takes longerin Jordan than in other
countries due to factors discussed before in the definitions
(limited domestic market size; limited access to finance or
advanced support services; barriers to export and other
barriers to growth).

m

3.2.3 Startup Case Studies

The next tables present examples of Jordanian startups at
different stages of growth, each impacting the Jordanian
economy inaunique way.

Rapid
Growth

Innovation
or Decline

Startup stages

The business is launched

Customer responses
validate the business
conceptand marketing
efforts

Sales and profitsare
increasing as a result of new
customersand expanding
markets

Figure 11: Proposed Startup Lifecycle

Conception

~ Salesaretypically
inconsistentatbest, seldom
meeting the entrepreneur’s

Entrepreneurs modify
productsorservices and
experiment with different

expectations market penetration tactics

The business struggles to
findits competitive

advantage

Cash flow is an issue
because of the cost of

growth

Innovation or
Decline
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Figure 12: Startups Case Studies per life cycle stage
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Offering

Product
development
activities

Duration

Business Model

Jordanian Case
Studies in this
report

Table 3: Tech Startups Vs. Tech Enabled Startups, Impact MENA Researchers

Tech startup Tech-enabled startup

Develops new technology-based products,
tools, or platforms to provide a new or
improved offering, could be B2B or B2C

Strong focus

Utilizes/Leverages already developed
technologies to provide a new or improved
offering, usually B2C

Limited activities, focused mainly on
customizing existing technologies to fit the

offering requirements

Shorter cycle as it takes less time to start
providing products and services

Business model is enabled and significantly
improved by using technology, and overall
performance will be severely impacted if
technology is not used

Longer cycle as more time is spent on R&D
activities

Business model is entirely dependent on the
development of unique (novel) and valuable
technology products

DARB, Mellbell, ArabiaWeather, MAWDOO3 Mrayti

Table 4: Startups Case Studies

Startup Short profile

DARB

MRAYTI

MellBell
Electronics

ArabiaWeather

Mawdoo3

3.3

Economic Impact

DARB has developed Jordan’s first automated solution for solar panels cleaning. The system
has been tested on a large scale and provided significant improvement in efficiency.

Mrayti is Jordan’s first specialized mobile beauty salon. Mrayti was launched with a vision
that beauty should be accessible, affordable, and non-time consuming. With Mrayti, haircuts,
hair styling, makeup and much more are now available to women in their houses, offices, and
gatherings wherever they are and whenever they want.

MellBell Electronicsisaregional leaderin open-source electronic prototyping kits,and designs
and manufactures single-board microcontrollers and microcontroller kits for building digital
devices and interactive objects that can sense and control both physically and digitally.

ArabiaWeather Inc. is the first local provider of on-demand Arabic weather forecasts for
consumers and businesses in the Middle East and North Africa region. ArabiaWeather
publishes five-day hourly to 14-day hyper-local forecasts in Arabic through web, mobile, and
social media. Their forecasts aim to not only benefit citizens, but also media, aviation, and oil
and gas companies as changing weather conditions significantly impact profit margins.

Mawdoo3 is a comprehensive online Arabic content publisher that uses the wiki system
similar to Wikipedia, and provides premium quality Arabic content. Mawdoo3 provides the
largest Arabic-language content platform in the world. Its 84 million site visits and 42 million
unique visitors a month makes the online encyclopedia the most visited site in the region.
There are currently more than 140,000 articles live on the site.

ICT enterprise creation and growth in Jordan.

to identify ways to increase impact quantity and quality of

This empirical study focuses on quantitatively assessing
the contribution of technology-based startups (TBSs) in
Jordan using firm-level data. The economic impact of early
stage companies in ICT has not been measured before
to assess the share of TBSs in the economy and whether
the contribution is increasing or declining, and how this
impact can be improved. Assessing such impact will help

3.3.1 ICT Startup Economic Impact Model

The following economic impact model was adopted
for the purpose of this study focusing on quantifiable
contributions of TBSs in Jordan:



Table 5: ICT Startup Economic Impact Model

The direct economic impact of TBSs'
operations and activities in Jordan

The economic impact and employment
supportedinthe TBSs’supply chain asaresult
of their procurement of goods and services
The wider economic impact that arises when
employees within TBSs’ and their supply
chain’s employees spend their earnings

Direct
impact

Indirect

impact

Induced
impact

Quantifiable economic contributions include;

* GDP,or more specifically, TBSs’ gross value added (GVA)®
contribution to GDP;

* Employment, as the number of people employed (male/
female), measured on a full-time equivalent (FTE) basis;
and,

* Government revenues, focusing on sales taxes paid by
TBSs to the Jordanian Government.

The below operational model for quantifiable economic
contributions of TBSs to the Jordanian economy was
applied:

The model focuses on quantifiable economic impact.
It is important to note that there are a number of non-
quantified effects including social and environmental
impacts. These include:

* Product and process innovation with positive social
impacts (see ArabiaWeatherand Mawdoo3 case studies)

* Product and process innovation with positive
environmental impacts and contributions (see DARB
case study)

* Female employment and reduced gender inequality
(see MRAYTI case study and see Employment subsection
under Direct impact on female employment)

Non-Local Labor

Non-Local

Purchases Saving

Startup
Non-Local

. Purchases
Direct Impact

(revenue, Sector

Job creation)

Startup Local
Purchases

Figure 13: TBS Operational Economic Impact Model

Non-Local
Purchases

3.3.2 Total Economic impact

Using the ICT Supply Side Satellite Accounts method, the
overall impact of TBSs on the Jordanian economy in 2016
is estimated to be JD 119 million consisting of JD 77 million
direct impact in addition to over JD 41 million in indirect
and induced contributions.

120,000
100,000
80,000
60,000

40,000

EconomicImpact (1000s JOD)

20,000

0
m Direct Impact = Indirect Impact m Induced Impact

Figure 14: Total TBSs Impact (1000s JOD), Impact MENA Researchers
3.3.3 Direct Impact

Gross value added

The chart below summarizes the total estimated value
added impact using firm level data for TBSs after adjusting
for indirect and induced contributions for value added.

Non-Local Labor

; saving
Startup
Inter-Industry

Purchases

(Supporting value
chain)

Total Startup
Impact=
Direct +

Indirect+
Induced

Indirect Impacts

m
Disposable

Income
Expenditure

Induced Impacts

33 Gross value added is the measure of the value of goods and services produced in an area, industry or sector of an economy. It is calculated as

output minus intermediate consumption.
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Figure 15: Total TBSs Impact (Adjusted for Value Added, 1000s JOD),
Impact MENA Researchers

TBSs overall contribution to nominal GDP in 2016 reached
0.4%, or JD 104 million. Of this, the direct contribution of
TBSs accounted for 0.3% of nominal GDP or JD 77 million.
This impact is to be further expanded later in the study
(4.3.6) using Multiplier Analysis.

The largest five value added (VA) generators in terms of ISIC
activities were:

e Software development (6201)

e Other IT activities (6209)

® Telecommunications value added services (VAS-6311)
e Software licenses sale (4651)

e [T Hardware & infrastructure wholesale (4651)

When assessing the 0.4% of GDP contribution, the following
factsshould betakenintoconsideration:

*In general, the VA contribution of smaller firms is
typically lower than their employment contribution,
and noticeably lower than their relative numbers.

* The 0.4% figure does not include the additional rounds
of effectgenerated byindirect/induced impacts of TBSs
to be estimated later using multipliers analysis. This is
generated by the impact of the firm or its employees
spending through second-round or ‘ripple’ effectsin the
economy that can be measured by applying multipliers
to expenditure.

* The estimate does notinclude the contribution of large
telecommunication and of mature IT companies (firms
established before 2007).

Value added by firm age is rarely published for most
countries, and in particular for startups, as they are
typically small firms and thus often exempted from many
reporting requirements. However, some studies were
identified and estimates shared below.

0.8%

0.7%

0.7%

0.6%

0.5%

0.4%

0.4%
0.4%

03%

0.2%

0.1 %

0.1%

0.0%

Australla Jordan Montreal

Figure 16: ICT Startups share in GDP for selected countries, Impact
MENA Researchers 3¢

’ Spotlight: ICT contribution to GDP in Jordan

Previous studies vary widely in their estimates and
methodology of assessing the contribution of the ICT
sector to the Jordanian GDP:;

* DOS Input-Output Study (2006): The share of
telecommunication services sector in GDP reached
5.12%. The share of the IT sector in GDP was 0.31%.

* MoICT sponsored Study of Dajani & Y-Consult

(2009): Using a regression or econometric approach,

ICT contribution to the GDP in 2008 reached 14.1%
of Jordan’s economy. This figure comprises of 9.5%

as a direct contribution by the ICT sector and 4.62%
by enabling other sectors, considered as indirect
contribution to GDP.

* Booz & Company Study (2013): Concluded that the
share of ICT total revenues to GDP reached 8.2% in
2012 down from 13.9% in 2006.

Utilizing int@j and Telecommunications Regulatory
Commission  (TRC) databases, covering large

telecommunication and mature IT companies, a new
estimate for the ICT sector's contribution to GDP in
Jordan reached 3.9% for 2016.

This is a plausible estimate taking into account:

* The narrow base of ICT manufacturing in Jordan

* The ICT employment contribution in 2016 does not
exceed 1.5% of total number of employees in Jordan

* Sharply lowered revenues of large
telecommunication companies in the last five years

e DOS data revealed an estimate for the OECD-
definition of the ICT sector amounted to 3.4% of
nominal GDP in 2016

* Previous estimates of the ICT sector's direct impact
(valueadded)reaching 8% to 9% of GDP are based on
regression or sometimes less accurate estimation
methods




The below two charts help put the Jordanian ICT
sector's contribution to the GDP into perspective by
comparing it to other economies. The estimated 3.9%
GDP contribution in Jordan seems realistic comparing
it to 3.0% for Lebanon, 3.8% average for the EU, 6.0%

USA*

OECD (Average)*
UK

Jordan

EU (Average)

Lebanon
1 1

average for OECD countries, and 7.1% for the USA,
noting that the estimates for the OECD and the United
States encompass “media and contentindustries” thus
covering a broader scope leading to inflated numbers.

3.00%

0.00% 1.00% 2.00% 3.00% 400% 500% 600% 7.00% 8.00%
Figure 17: ICT share in GDP in selected economies, Impact MENA Researchers
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Figure 18: ICT sector share in GDP (EU, 2015), Eurostat

Labor Productivity

In 2016, TBSs’ average labor productivity (LP) as measured
by total revenues divided by total employment, reached
approx. JD 39,000 in comparison with JD 43,000 for all ICT
firms. This result, however, is sensitive to outlier data.
Such outliers include TBSs with above-average LP:

e Telecommunications value added services (above |D
100,000)

e |T Hardware & infrastructure wholesale (above JD
100,000)

e Software licenses sale (JD 81,000)

* Telecommunications equipment and telephones
wholesale (JD 63,000)

* Telecommunications equipment installation (JD
50,000)

30

Employment

TBSs accounted for 36% of total employment in the ICT
sector(startupandnon-startup firms). TBSs are estimated
to have employed 5330 full time equivalents in 2016.

Notably, TBSs employ relatively more female employees
compared with average ICT companies.

100%
90%
80%
70%
60%
50%
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No.of Employees (Male/Female)

Average (Al ICT) Average (TBSs)

mNo.of Male Employees (Lm) mNo.of Female Employees (Lf)

Figure 19: No. of Employees, Impact MENA Researchers, based on
int@j firm-level database




Thelargest five TBS employers with respect to ISICactivities
were:

* Software development (1385 employees)

e Repair of computers and peripheral equipment (1010)
e Other IT activities (559)

e Call centers (448)

e Telecommunications wireless services (293)

TBSs accounted for 40% of aggregate sectorial female
employment. TBSs are estimated to employ 1810 full time
jobs for females in ICT and related services in 2016.

Thetop five femaleemployers with respect toISICactivities
were:
W14 w519 m20-49 m50-99 m100-
* Software development (438 employees)

e Call centers (326) Figure 20: Share of employment class between in 2016 for Information &

T Communication Sector, Impact MENA Researchers, based on DOS data.
e Other IT activities (251)

® Repair of computers and peripheral equipment (200)

* Data processing and hosting related services (150) Finally, TBSs create high-wage jobs. DOS data ranked ICT as

Over half of the jobs are created by TBSs employing over 5th out of 22, compared with other economic activities for
100 employees, increasing the value of larger startups in  Household income from employment.
economic impact.

Financial and insurance activities

Education

Flecticty gas steamandairconditoningsuovly

Informationand communication

Arts, entertainment and recreation

Water supply, sewerage, waste management and remediation activities
Activities of extraterritorial organizations and bodies
Publicadministration and defence: compulsory social security
Professional, scientific and technical activities

Administrative and support service activities

Manufacturing

Human health and social work activities

Realestate activities

Accommodation and food service activities

Economic Actity of Head of Household

Transportation and storage
Construction

Wholesale and retail trade; repair of motor vehicles and motorcycles

Activities of households as employes; undifferentiated goods and services -
producing activities of households for own use

Other service activities
Agriculture, forestry and fishing

Not Applicable

o
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Figure 21: Average Annual Employment Income of Household by Economic Activity of Head of Household, DOS 2014
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Case Study: MRAYTI - A tech-enabled shared economy

startup with social impact

MRAYTI is an example of a new breed of shared
economy platforms and startups emerging in
Jordan, disrupting traditional business models,
and creating at the same time a social impact
model that was not possible before.

MRAYTI

YOUR . HOME . SALON

This startup is Jordan’s first specialized mobile
beauty salon. It was launched with a vision that
beauty should be accessible, affordable, and non-time consuming.
The startup provides services such as haircuts, hair styling, as well
as makeup to women in their houses, offices, and gatherings
wherever they are and whenever they want.

MRAYTI connects stylists with potential customers, allowing them
toaccess markets that would have been difficult to reach otherwise.
The majority of MRAYTI stylists are young women under 35, without
a university degree, and facing many socioeconomic hurdles
preventing them from having a full-time job. MRAYTI’s facilitation
services help females to overcome many security, cultural and
logistical concerns that prohibit
their access to decent sources of
income.

Impact Themes

MRAYTI’s journey started after
many years the founder spent

through a grant from Jordanian incubator Shamal Start (~USD
10,500), and another grant by the international NGO Mercy Corp
in Jordan (USD 15,500). MRAYTI recently secured USD 125,000 seed
investment led by the Oman Tech Fund (OTF). This investment
comes at a stage when the team is working on enhancing existing
technology and preparing for expansion. It also opens the door to a
better positioning for the GCC marketing as well as to collaborating
with other OTF portfolio companies to create bigger value in the
market. The startup received also in-kind services and support from
0asis500, Shamal Start and the incubator BIG by Orange.

The business model evolved from stylists being employed as
full-time resources (three stylists, offline, B2C) to offering a
comprehensive set of tools to the stylists online and offline to
assist in the fulfillment of booking for a fixed commission (40
stylists, web/app, B2C). MRAYTI now also started providing services
to media production projects in Jordan that include TV shows and
cinema productions (B2B).

Sustainable
Development
Goals

Details

ki . . i 5 G |10 R Better pay
Working In-senior  positions Gender equality/Reduced inequalities 6 Improving income through new business
at  multinational companies = model

and high growth businesses in
Jordan. In 2016, the founder, as
an aspiring female entrepreneur,
wanted to start a business to
serve otherwomenin Jordan and
the region that satisfies a large
unmet need and has at the same
time a unique social impact. She
eventually identified beauty as
a high growth Industry with the
Middle East beauty business growing double the global rate and
with limited innovation in offering or business model.

Innovation & Infrastructure

The business started in offline mode where appointments were
booked using calls. Then the service developed further by fully
automating the booking process through mobile and web
applications. Now, the business is starting to offer a full beauty
experience through its services and products.

The startup employs
four people including
the founder - all of
them females - and
over 40 freelance
stylists - all females
as well. Many of them
are the only provider
for the family and
have limited access to other job opportunities.

The business was initially funded through investment from the
Jordanian accelerator Oasis500 (USD 27,000 in seed funding), then

32

Decent work and economic growth

DECENT WORKAND
ECONDWCGRONTH

Creating Necessity job opportunities

Local innovation to regional problems

The social impact created is focused on job creation for women
that otherwise are unlikely to be able to secure fairly paid job
opportunities.

A key issue faced by this startup has to do with the direct and
indirect efforts by competition to resist any positive disruption
to the traditional business model of beauty salons, causing the
founder to be legally perused and scrutinized in several occasions
by local authorities related to licensing and other issues.

Key suggestions to reduce barriers to growth by the founder
included providing startups with 5 years of exemption from taxes
and social security contributions; helping local companies to
expand toregional markets beyond the small local market; reducing
the resistance to positive disruption to traditional business models
by improving the role of regulating bodies to encourage new and
innovative business models to flourish and grow, especially if
more value is added to consumers through product and process
innovation.



Exports

TBSs accounted for 31% of ICT total exports from Jordan.
Average exports per startup equal some JD 225,000. With
this, TBSs’ export intensity is relatively high, reaching 46%
of TBSs' total revenues in 2016. This is compared to an
exportintensity of only 36% amongst all active firms in the
ICT sector. Average exports per employee in the TBS sector
amounted to JD 20,000 in comparison with JD 15,000 for
firms of all ages.
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Figure 22: Total Revenues (Local / Export), Impact MENA Researchers,
based on int@j firm-level database
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TBSs’ export performance varies among activities:

* Out of 23 ISIC ICT activities with startup presence, 15
activitiesengagedinexportactivity,and onlygactivities
engaged in sizable exporting equaling or exceeding JD
0.5 million.

* Furthermore, the 3 largest TBSs exporters account for
64% of total sample exports.

Further analysis for the start up-level database reveals the
following export stylized facts:

® TBSs are estimated to have exported JD 54 million in ICT
and related services in 2016.

* The top five ISIC exporters in the broad ICT sector are:
= Other IT activities (JD 20 Million)

= Telecommunications value added services (VAS-6311)
(JD 15 Million)

= Software development (JD 11 Million)
= Call centers (JD 3 Million)
= Wholesale of software (JD 1.3 Million)

TBSs” export intensity is relatively high compared to the
services sector and the sizable manufacturing industries
in Jordan. The total value has the potential to increase if
more support is provided to TBSs to export products and
services.
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Figure 23: TBSs export performance compared with other High Export Sectors, Impact MENA Researchers
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% Case Study: MellBell Electronics

MellBell Electronicsisanexample
: f rrellm“ of a high-potential Jordanian
X~/ tech startup with a high export

intensity as almost all of the
company's revenue is coming from international markets
(US, Europe, Japan and Middle East).

The startup is active in open-source electronic prototyping
kits, and designs and manufactures single-board
microcontrollers and microcontroller kits for building
digital devices and interactive objects that can sense and
control both physically and digitally.

The company started as electronic solutions company
developing customized offering for malls’ parking lots (lots
car parking sensor system) and pivoted later to developing
tools and development kits to be used by other hardware
developers.

The first product was rolled-out as a result of a Kickstarter
campaign. The startup was able to successfully fundraise
with the support
of the Kickstarter
community.  This
was one of the first
cases of a Jordanian
startup to be ableto
secure funding from
an international
crowdfunding
platformforproduct
development.

The first generation of products funded by Kickstarter
was called “PICO” that was the world's smallest Arduino
compatible board. The second product generation
expanded on the success of the first one by introducing
a family of 10 products based on PICO. The third
generation is called “FLEXY” which is the first Flexible
Arduino compatible board to expand applications of
such technology to include any surface such as wearable

Imports and Technology Transfer

15% of TBSs have purchased foreign technology licensing,
The total value of those “imports” was just JD 3.7
million, ranging from JD 150 to JD 1 million, with
an average of JD 207,000. The average size of those
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technology and fashion electronics, in which smart
electronic devices can be incorporated into clothing or
worn on the body as implants or accessories. This comes
as part of the growing need for products and services
linked to the Internet of Things.

The startup employs five people including the two co-
founders.

The company raised external funding from Kickstarter
(crowdfunding, USD 20,000) used for initial product
development, investment from Oasis500 (convertible note,
USD 100,000) used for the development of the second
and third product generation and international business
development toaccess US, European and Japanese markets.
Funding also included a grant from Shamal Start (USD
10,500) used for business model fine-tuning. The startup is
seeking now a second round of investment to grow further
(USD 250,000).

The business model evolved from initially providing B2B
electronic solutions, to introducing its first product (B2E/
B2C) through support from crowdfunding. That support
helped to validate the need for such products and created
early adopters as makers and users needed similar
products but did not find them in the market. The business
model is changing now to a B2B model with the FLEXY line
of products.

Key issues faced by this startup included issues with
customs and shipping processes, increasing the cost and
time of R&D and manufacturing activities, ultimately
reducing the competitiveness of the startup in global
markets.

Key suggestions from the founders to reduce barriers to
growth included establishing a special economic zone
that caters to the special needs of tech startups; improving
customs process (time, cost and consistency); and
establishing protected zones where startups can test new
technologies.

technology buyers was large with 36 employees, or almost
twice the average size of TBSs (19 employees).

Average TBSs’ imports are lower (Imports-Revenues ratio
of 40%) compared with ICT companies in general (50%),
meaning that local value addition in TBSs is higher.
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Figure 24: Average Imports Vs. Revenues (Million JDs), Impact MENA
Researchers, based on int@j firm-level database

Top ICT industry players in technology licensing are the
software industry, telecommunications wired services,
and other IT activities.

Registered Financial Capital

Comparing TBSs with all firmsin the database, TBSs needed
59% of financial capital while providing a high level of
productivity compared with the average of all firms (91%),
indicating a higher level of capital use efficiency, as capital
efficiency forces better productivity and innovation within
TBSs.
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Figure 25: Registered Financial Capital (JDs), Impact MENA Researchers,
based on int@j firm-level database

Direct Contributions of TBSs compared with the
Sector and the overall Economy

A comparison of Jordanian TBSs’ direct contribution to
the economy with the ICT sector as a whole and with the
overall economy shows that TBSs' performance is higher
in terms of exports per employee, export intensity, and its
female employmentratio. Performance is lower In terms of
labor productivity as measured by revenue or value added,
as startups typically invest a significant amount of time
and resources in finding the right business model to help
scale up the business, generating limited revenue or value
added at this stage. Productivity will increase over time
after the business has found the right engine for growth
and the focus changes from business model search to
business model optimization.
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Figure 26: Direct Contributions of TBSs Comparison with Sector &
Economy (2016), Impact MENA Researchers

The overall contribution of TBSs in the ICT sector is
significant, ranging from 36% to 40% in total employment
(total to female only), 53% to 59% in firms’ numbers
(transferring technology to exporting technology), and
31% of total ICT exports.
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Figure 27: Share of TBSs compared to overall ICT sector (%), Impact
MENA Researchers

Sensitivity Analysis regarding Value Added and
Employment

To test how sensitive TBSs’ contributions are in terms
of value added and employment to the key variable of
“startup age”, the model was re-calculated using an age
of “less than or equal to six years” for a typical TBS. This
approach helps to assess how the economic impact is
changing based on different startup ages.
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The test showed that TBSs’ contributions in terms of value
added and employment are highly sensitive to the startup
age. Using the assumption above for direct impact:

® TBSs that are six years or younger contributed 0.1% of
nominal GDP in 2016 instead of 0.3% if considering TBSs
of up to ten years of age.

® TBSs that are six years or younger (1-6 years) employed
33% of TBSs of up to ten years of age (1-10 years).

3.3.4 Indirect Impact

Indirect impact is created when TBSs procure services and
goods from other firms and sectors. This includes business-
to-business activities such as rent, equipment, training
and professional services. The indirect impact for 2016 is
estimated to be JD 11.2 Million based on DOS data (2016).

3.3.5 Induced Impact

Induced impact is created when employees and founders
within TBSs and their supply chains spend their earnings.
This includes household-to-business activities such
as rent for an apartment, food and other purchases,
school’s tuition and transportation. The indirect impact
is generated through the spending of the firms, whereas
the induced impact is generated through the spending of
employees. The induced impact for 2016 is estimated to be
JD 30.4 Million generated through the annual spending of
5330 employees, based on DOS data (2014).

3.3.6 Revised Total Impact using Multiplier
Analysis

To provide a more comprehensive picture of the additional
impact of TBSs on the Jordanian economy (direct/indirect/
induced), multipliers were utilized based on existing
research to asses ICT multiplier effects. Output multipliers
address the direct and indirect impact of a change in final
demand (e.g. ICT investment) on the output of related
individual industries and thus on the whole economy.

Undertaking a survey of available studies carried out on
Jordan ICT multipliers (including Alrawashdeh and Al-
Thyabat, 2012; Al-Zoubi, 2013), a range of 1.4 to 2.0 is found,
depending on the study’s exact sectorial coverage and
year.

Taking into account the above findings on output
multipliers and based on the latest available Input-Output
Table from DOS (2006) and its 2010 update undertaken by
the Ministry of Planning and International Cooperation,
the authors consider that an output multiplier of 1.5 for ICT
isa plausible estimate for Jordan. A higher multiplieris not
advised due to outdated available Input-Output Tables and
due to limited ICT manufacturing activities in Jordan.

This estimate foran output multiplier, although consistent
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with estimates forthe EU ICT sector (Rohman, 2013) and the
software industry In Lebanon (WIPO, undated), should be
used with caution as the validity of input-output models
deteriorates after five years (Zaman et. al, 2010). This is
especially true for dynamic sectors like the ICT sector. This
also takes intoaccount the marginal propensity toimports
inJordan’s ICT manufacturing sector (e.g. communication),
as limited manufacturing activities happening in Jordan
within the ICT sector. Also, Jordan is dependent on imports
of hardware from other countries, this reduces the indirect
andinduced effectsrelated to ICT manufacturing activities.

Table 6: Multiplier Analysis, Impact MENA Researchers

Indicator .D"eCt Multipliers . uoEL
impact impact

(olTig 1 1203 1.50 180.5
(Million )JDs) ' ' ‘
Gross value
added 77 1.70 130.9
(Million JDs)
Capital
formation 50.4 1.50 75.6
(Million JDs)
Employment 5,330 2.79 14,871

Using multiplier analysis, and benchmarking with other
countries to estimate different multipliers (output, gross
value added, capital formation and employment), the
value added of TBSs increases to JD 131 million due to the
multiple rounds of effects (TBSs’ purchases and employee
spending) in the local economy, whereas the previous
analysis focused only on the first round of effects by the
firms and employees.

TBSs' value added contribution to nominal GDP in 2016
can therefore be estimated to have reached 0.5%.
3.3.7 int@j Database Key Facts

Theraw database available for estimating the contribution
of TBSs compared to mature ICT firms consists of 210 firms
(matureandstartup firms)in 28 1SIC4 activities. Thisis based
on the int@j 2016 survey of the broadly defined ICT sector.
Out of 545 ICT firms that were invited to respond to the
survey, 210 firms did provide feedback. The resulting data

set covers all enterprises except large telecommunication
companiesthatarenotincludedintheint@jannual survey.

The average number of firms per ISIC activity reached
approx. 8 firms, ranging from 42 firms in software
development to just 1 firm in game development. As for
exports, out of 210 firms in 2016, a sizable number of 79
firms were export-oriented; a share of 37%.



Table 7: Key facts of total sample of ICT firms including mature
and startup firms, Impact MENA Researchers, based on int@j

firm-level database

Min Sum

VEEL] Max  Average

Year
Established
(Age)
Number of
employees (L)
Number

of female 0
employees (Lf)
Registered
financial
capital (K)
(Thousand JDs)
Total revenues
(TR) (Million 0
JDs)

Export

revenues (Ex) 0
(Million JDs)
ITimports (M)
(Million JDs)

1970 2016 2006

1 546 30 6,340

163 9 1849

0.01 3,220 191 40,190

35.3 12 248.9

24.7 0.4 88.7

0 28.9 0.6 126.1

As for TBSs, defined as firms not older than ten years, they
accounted to 123 firms or 59% of the total number of firms
that responded (210).

Table 8: Key Facts of Startups, Impact MENA Researchers,
based on int@j firm-level database

VELEL] Min Max Average Sum
Year established 2007 2016 5010
(Age)
Number of
er?wpltc))f/ece)s (L) : 224 19 2293
Number
of female 0 163 6 746
employees (Lf)
Registered
financial capital 0.01 2.0 113 139
(K) (Million JDs)
Total revenues 0 9.5 05 602
(TR) (Million JDs)
Export reven
(Ex[;(()MtiII(ieoﬁ JBE)S v 02 278
ITimports (M)

0 31 0.2 255

(Million JDs)

The firm-age distribution for the total sample is more
skewed towards newly-established firms: 49 new firms
were established over the last three years (2014 to 2016),

while 123 startups were established over a period of ten
years (2007 to 2016).
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Figure 28: Firm-age distribution in the ICT sector, Impact MENA
Researchers, based on int@j firm-level database.

The below chartshows the annual creation of new startups
since 2000. It indicates strong enterprise creation activity
in 2016 likely due to increased support from the ecosystem,
followed by less enterprise creation in 2011, 2007 and 2005.
A noticeable drop in numbers of new startups is evidentin
2012 that could be explained by the impact of an economic
slowdown. The positive trend that started in 2009 may
partiality be explained by the changes that happened that
year in reducing the paid-in minimum capital requirement
fornew firms fromJD 30,000 to JD 1,000 (over 96% reduction),
which encouraged more people to start new businesses.
However, the impact of this requirement3 change was
reduced later due to the effects of the regional economic
crises and limited spending.
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Figure 29: Firm Age Distribution in the IT sector (Expanded), Impact
MENA Researchers, based on INT@) firm-level database.

3.4 Social and Environmental Impacts®
TBSs in particular, and ICT firms in general are considered
to be an enabler for the implementation of the global
Sustainable Development Goals (SDGs). The SDGs and their
associated targets offer a transformational vision for the
future by 2030. These goals are intended to help mobilizing
efforts to end all forms of poverty, fight inequality and
tackle climate change among others.

35 The paid-in minimum capital requirement reflects the amount that an entrepreneur needs to deposit in a bank or with a notary to legally starta

business.

36 Section contains excerpts from the following sources: How Information and Communications Technology can Accelerate Action on the Sus-
tainable Development Goals; SDG Impact Indicators - a guide for investors and companies; The Huawei ICT Sustainable Development Goals Bench-

mark
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ICT is a key accelerator to increase the scale and diffusion
of solutions addressing global challenges. It can deliver
transformation at unprecedented speed and scale, and
benefit to the SDGs in essentially three ways:

e increased access to critical information and services,

e increased connectivity between individuals and
organizations, and

e improved efficiency and
sectors.

innovation across many

There are many aspects of society in which ICT can be
acceleratedin supportof the SDGsincludingin the areas of
healthcare, education, financial services, energy and
climate change among others. Some SDGs show a clearer
link between SDG performance and ICT, i.e. SDG 3 Good
health and wellbeing, SDG 4 Quality education, SDG 5
Gender equality, SDG 9 Infrastructure, industrialization
and innovation and SDG 13 Climate action. Essentially the
achievementof all 17 SDGs can potentially be leveraged by
ICTasithasthe potential to deeply transform the economy
and the society as a whole.

It should be noted here that no technology is without risks
andICTraisesanumberofissuesthatneedtobeaddressed.
This includes privacy issues, loss of human skills, possible
health effects or child protection.

Arecent study by Huawei (2017)*” found that:

*|CT is highly correlated with country-level SDG
performance (89%), which suggests that countries that
perform well on ICT, perform equally as well on SDG
achievement, and those that underperform on ICT are
also lagging behind on SDG achievement.

® Progress on certain SDGs is more likely to be correlated
with ICT development. Goals with higher ICT correlation
include SDG 9: Infrastructure, industrialization and
innovation, SDG 4: Quality education and SDG 3: Good
health and wellbeing.

* Overall, developed countries tend to have higher
ICT scores than SDG scores, indicating that ICT
development is progressing more quickly than
sustainable development. These countries ultimately
have the scope to leverage ICT more effectively, for the
benefit of sustainability.

® Although Gross Domestic Product (GDP) per capita is a
factor that influences the ICT SDG benchmark scores
developed by Huawei, there are several elements that
make this correlation more complex.

TBSs' social and environmental impact created through
their products and services offered, linkages, inclusion, as
well asinnovation and learning, can be identified based on
the following impact areas, all of which are aligned with
the United Nations Sustainable Development Goals (SDGS),
with some impact areas more obvious than others:

Impact Impact description Related SDGs
level
New job creation for unemployed individuals
(especially ~ often  disadvantaged  groups GENDER § LSorwoRcAuD () REDUGED
. inClUding yOUthS and femaleS) have a Strong 1 POVERTY EQUALITY EGI]NUMIGGRDWTH 1 INEQUALITIES
UEL social impact component contributing to =
impact poverty reduction, gender equality, decent Mlh‘w g <:>
work and economic growth as well as reduced
inequalities
GOOD HEALTH QUALITY CLEAN WATER
AND WELL-BEING EDUCATION AND SANITATION
v~ M o
TBSs targeting challenges eg in energy, INDUSTRY,INNOVATION | 19 o {9 e
agriculture, health, transportation, or education LIRS OCIHT B
Secondary . o . ) AND PRODUCTION
- provide additional social and/or environmental
impact !
impacts to the local ecosystem, and can also
help to improve living conditions.
19 e
TBSs can help to develop ICT platforms to (5E = 1] o
Tertiary encourage and strengthen collaboration RIS
impact between the private, public and citizen sectors !_ @
contributing to integration and self-reliance Ly |

37 The Huawei ICT Sustainable Development Goals Benchmark
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The type of TBSs’ social and environmental impacts varies
based on the focus of the startup. In this study, we present

various case studies showcasing various impact types.

’ Spotlight: Assessing Social and Environmental Impact
for TBSs in Jordan

The following provides a proposed list of related SDGs,
targets and examples of indicators for monitoring
social and environmental impact (primary and
secondary) for TBSs in Jordan.
Primary impact
* SDG 1 No poverty
» Delivery of products and services to lower income
groups
®» Indicator: % of revenue from products serving low
income group - USD
* SDG 5 Gender equality
» Providing opportunities and fair remuneration
= |ndicator: % of women in workforce (full-time
equivalent/FTE) and employed at equal pay -
number of people
* SDG 8 Decent work and economic growth
= Job creation
®» Indicator: Number of jobs created (FTE) - number
of people
* SDG 10 Reduced inequalities
» Providing opportunities for direct employees and
those in supply chain
» Indicator: Number of jobs created (FTE) in low
income areas, among disadvantaged groups -
number of people
» Indicator: Number of local SME suppliers - number
of people

Secondary impact

* SDG 3 Good health and wellbeing
» Providing access to healthcare
» [ndicator: Number of people reached with
improved health care - number of people
* SDG 4 Quality education
» Providing access to education
» Indicator: Number of people receiving education
services - number of people
* SDG 6 Clean water and sanitation
= Providing access to clean water and sanitation
= [ndicator: Number of people provided with safe
and affordable drinking water - number of people
» Indicator: Number of people provided with

adequate and equitable sanitation - number of
people

SDG 7 Affordable and clean energy

» Providing access to clean energy

= |ndicator:Numberof people with access to affordable
andreliable clean energy services-number of people

SDG 9 Industry, innovation and infrastructure

= Development of infrastructure for more efficient
societal or enterprise functions

» Indicator: R&D expenditure in line with SDGs, as %
of sales-USD

SDG 11 Sustainable cities and communities

» Accesstosafe affordableandsustainable housing

» Indicator: Number of people with access to safe,
affordable and sustainable housing - number of
people

SDG 12 Responsible consumption and production

= Avoiding resource waste, emissions to air and
water

» Indicator: Avoided resource waste, emissions to
air and water - tons

SDG 13 Climate action

» Increasing resilience to climate related hazards

» [ndicator: Products and services developed
addressing climate action - number of products/
services

SDG 15 Life on land

= Avoiding or reducing land pollution

®» Indicator: Avoided or reduced land pollution - km2




3.4.1 Young ICT-Related Firm Regional economic, social and environmental impact creation on
Development the national level. More than 90% of firms producing or
using ICT are based in the Amman governorate. Other
The majority of ICT-related enterprise creation and growth ~ 8overnorates record significantly lower shares of TBSs;
is happening in the capital of Amman. There are limited Irbid and Agaba each recording 2% of total TBSs, while the
activities outside of Amman, restricting the potential for émaining governorates record even lower shares.

0.02%

Amman (93%)
Irbid (2%)
Aqaba (2%)
Zarqa (1%)
Balqa (0.5%)
Madaba (0.4%)
Mafraq (0.3%)
Ma'an (0.2%)
Tafilah (0.2%)
Karak (0.2%)
Ajloun (0.05%)

Jerash (0.02%)

Figure 30: Young ICT-Related Firm Regional Distribution (2007-2016), Impact MENA Researchers, based on CCD Firm-level Database
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In 2016, the founder of DARB
was working for a leading local
engineering solutions company,
designing and installing solar
systems for their clients. The
founder noticed that dust was impacting the overall efficiency
of the systems and resulted in losses in energy generation that
reached 10% or more. As the market did not have any automated
solutions to reduce such losses, he decided to start a company
to provide such solutions. Over two years, DARB has developed
Jordan’s first automated cleaning solution for solar panels. The
system has been tested onalarge scaleand provided a significant
improvement in power generation efficiency.

In addition to the obvious environmental impact achieved by
reducing losses in energy and water, the company's impact
includes also the creation of high value highly needed jobs
for engineers and technicians designing and manufacturing
novel technology products. New Job creation for engineers in
Jordan tends to be rather low as most job opportunities in the
technology sectorareavailablein the software space. Thereisless
demand and there are fewer opportunities for hardware-related
jobs, resulting in high unemployment among technology and
engineering graduates related to hardware jobs (non-software
jobs), especially in Research and Development roles.

The impact of the DARB may be attributed to six different

Sustainable Development Goals (SDGs):

NINEED]E
Impact Themes

Development
Goals

CO2 level reduction
National energy bill reduction

Affordable & clean energy

Energy output boost to

Water saving

Hameed Shoman Scientific Research Support Fund. DARB was
awarded a grant of a USD 210,000 and the funds are used for
building a factory including the provision of relevant
infrastructure and the establishment of production lines. The
startup also received in-kind services and support from the
incubators Shamal Start and BIG by Orange.

Their business model is
evolving from providing
products to technology
solutions providers
(B2B) into  providing
full  solutions directly
to end consumers with
maintenance  contracts
(B2C). DARB also considers
providing the solution as a service with energy saving sharing
model.

Key issues faced by DARB include the high cost of doing business
due to customs, shipping, taxes and social security. Also, there
seems to be a limited awareness on government-level for the
special needs of tech startups and in particular of hardware
startups.

One interesting issue the startup faced was during the business
registration as their key business objective (purpose) that was
approved is “to produce plastic and metallic cleaning tools”. This
does not indicate the technology
focus for the company. Their
effortstoconvince theregistration
employee at the Ministry to find
a better objective to reflect the
technology nature of the offering
was unsuccessful.

Details

Key suggestions by the founder
reduce barriers to growth
included providing startups with
a 5 years grace period for taxes
and social security; creating
more awareness for government

-
o
I}
=%
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; Sustainable cities & communities /
S EE
=
= f— fesumor 12
[ Water & Sanitation /
responsible consumption & production E (e@)
8 Sovmacaonm
E - Job Creation /\/|'
AR (1
c a
SE gz
% Innovation & Infrastructure

Creating High Impact job opportunities

Local innovation to regional problems
Increase public awareness regarding

agencies and frontline employees
on startups’ needs; expanding
the government definition of
ICT to include automation and

The company is still at its early stage of growth. Nonetheless, it
has already managed to develop the second generation of its
products, building on the original prototype the company built
for Hanger Roof based solar systems, introducing a large-scale
machine for hangers and large car parking.

The founders started the business by investing their personal
savings and using angel funding (founders, family and friends)
that amounted to USD 185000 used for initial product
developmentand testing. DARB later secured a grant from Shamal
Start of USD 27,000 used for further R&D and hardware
components. The startup’s efforts were recognized later when
they came in first place in the national competition of the Abdul

national industry

internet of things, providing
hardware startups with similar
benefits; issuing a certificate/
card similar to the exporter card for tech startups to facilitate
additional support and preferential treatment at government
agencies; reducing high custom duties for hardware startups
as those duties can be two- to fourfold the original item value;
providing better logistics solutions for small quantity shipments
(aggregation); providing more support to hardware startups to
find needed technicians/specialties from vocational majors who
need limited training to start adding value; supporting hardware
startups in the prototyping phase; and providing the market with
additional incentives to buy local products.
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Case Study: ArabiaWeather

ArabiaWeather isan example of a Jordanian
technology startup developing unique and
valuable services needed on the local and
regional level. The business started with a
personal interest and passion
meteorology by the founder. In high school,
he established the website JordanWeather.Jo, publishing weather
forecasts for 25 locations within Jordan. Initially, the website
simply captured the offline daily weather forecasts reports and
put them on the web. Later, the contribution grew to include
predication. In 2008, the founder was the only Jordanian
meteorologist to correctly predict a massive snowstorm.
Supplementing his pharmacology degree, the founder earned a
certificate in Advanced Forecasting and Aeronautical Aviation
from the United Kingdom's Meteorological Office College. His
university in Jordan also provided him with support to focus
moreon hisstartup.In 2010, the founderexpanded JordanWeather.
Jo's reach beyond Jordan's borders, and rebranded it as
ArabiaWeather.

J@i
wyell gudh
ArabiaWeather

wipall yuih -5
ArabiaWeathe! N
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ArabiaWeather Inc. now is the first local provider of on-demand
Arabic weather forecasts for consumers and businesses in the
Middle East and North Africa region. ArabiaWeather publishes
five-day hourly to 14-day hyper-local forecasts in Arabic through
web, mobile, and social media. The forecasts not only benefit
citizens, but also media, aviation, and oil and gas companies
as changing weather conditions can significantly impact

3.5

Monitoring the dynamics and changes over time in
Jordan’s TBSs performance proved to be a difficult task
(compared with cross-section snapshots), given limited
data availability and the nature of startups with regards to
closure and growth. A comprehensive assessment would
require standard and repeated measurement of the same
sample of startups over a period of time (so called Micro-
Panel or Longitudinal data)®

profit margins. ArabiaWeather generates hyper-local, real-time
weather forecasts in Arabic using proprietary weather algorithms,
automated weather stations and satellite data. Its network of
200+ automated weather stations - the largest in the MENA region

for - coupled with regionally adapted algorithms enhance forecast

accuracy and precision.

The offering developed from simply bringing offline daily weather
forecastsreports to the web, toadding predictionsand betterdata
collection, analysis and reporting, to then developing customized
products (reports) for each industry. Now, the startup is building
one of the largest regional weather platforms / databases. The
startup employs 40 full-time staff.

ArabiaWeatherneeded several rounds of funding to fuel its growth,
with a total of USD 8.2 million raised at different stages: Angel
funding from Jabbar Internet Group (Dubai); Seed investment
from Jordanian Dash Ventures and MENA Venture Investments;
Pre-series A investment from Jordanian organizations Dash
Ventures and Silicon Badia; and series A funding from Silicon
Badia and Wamda Capital. The startup is now seeking another
round of funding to secure USD 10 million in series B funding to
expand globally including further expansion in MENA, Africa and
emerging markets, for product expansion and for investment in
artificial intelligence/machine learning/stations network.

The business model evolved from a simple B2B advertising and
sponsorship model over the web, to a B2B SAAS model and a B2C
subscription model (web/app/social media).

The impact of this startup covers environmental, economic and
social dimensions. In addition to job creation in Jordan, the
startup helps citizens and organizations avoid false alarms and
prepare for bad weather conditions, reducing the risk for the loss
of life as well as for financial losses forindividuals and agriculture,
media, aviation, and oil and gas sectors.

Key suggestions by the founder to reduce barriers to growth
include providing startups with a 5 years grace period for taxes
and social security; easing the process of hiring international
resources; introducing local funds with higher ticket sizes (Series
B, USD 5 to 10 million); improving customs processes with regards
to time, costs and consistency; encouraging data sharing and
collaboration with the public sector.

Tracking the Evolution of Jordan’s TBSs

This part of the study utilizes DOS services, internal trade
and industry firm-level survey data for 2012 and 2016 to
track growth and tax performance of the ICT sector in
general, and TBSs growth in particular for 2016. Nominal
valueadded as per DOS datais D 67 Million, compared with
JD 77 Million based on int@j data. Thevariance isdue to the
fact that int@j coverage is larger than DOS, as it contains
more tech and tech-enabled startup activities.

38 Examples of such data sources are the Kauffman Firm Survey (KFS)and University of Michigan Panel Study of Entrepreneurial Dynamics (PSED)
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Case Study: Mawdoo3

. MAWDOO3 has done for Arabic

E 9”30 content on the web more than any
- other private led organization in the
A mEEe s e region. The concept for Mawdoo3
was initially developed in 2010 by

one of the founders while studying at university as a personal
interest in digital marketing and Arabic content. This interest
evolved to a project to develop a keyword analysis service in
Arabic that won the first prize of the Queen Rania National
Entrepreneurship Award for the category of Universities and
Academics in 2011. The company was officially launched in 2012.

Now, Mawdoo3 provides the largest Arabic language content
platform in the world. Its 84 million site visits and 42 million
unique visitors per month make the online encyclopedia the
most visited site in the region. There are currently more than
140,000 articles live on the site. The portal, which launched in 2012,
is used by Arabic-speaking people around the world to access
information in their native language providing premium quality
Arabic content.

The offering developed from the original website-based version
toan mobileapp, expanding the content repository and user base.
It then evolved to creating new ways of accessing knowledge
through artificial intelligence (Al), providing B2B solutions by

using Arabic Natural Language Processing (NLP) toolkits for
companies that want to cater to Arab users. Mawdoo3 was the
first globally to introduce Al web services and a comprehensive
NLP toolkit for developers and the first Arabic speaking digital
assistant (called Salma) that answers factoid questions from the
Mawdoo3 platform.

The startup employs 80 full-time staff members and hundreds
of freelancers who create the site’s original content. This type
of startups has an important social impact as it creates jobs
anywhere as company location is irrelevant - especially for
part-time resources and freelancers engaged in the content
generation - and thus provides an opportunity for regional
economic development in various Jordanian governorates.

The impact includes next to job creation across the region and
country also an increase in Arabic content on the web, providing
high quality educational resources to Arabic users, thusincreasing
the learning and knowledge transfer.

Such rapid growth needed regional and global venture capital
funding. Theinitial funding of the startup started by personal and
angel funding (founders, family and friends)and the award money
from the Queen Rania Center for Entrepreneurship. Mawdoo3
subsequently secured USD 1.5 million in series A funding from
Dubai-based EquiTrust to support Arabic content and increase
the number of Arabic pages on the internet. Finally, the company
secured USD 13.5 million in series B funding from outside the
region, namely via Kingsway (UK) and Endure Capital (US).

Key suggestion by the founders to reduce barriers to growth
focused on easing the process of hiring international resources,
especially in advanced topics such as artificial intelligence to help
establish Jordan as a regional hub for such technologies.

Table 9: Evolution of Jordan’s TBS- Constant value added, In Thousands of JDs, Deflator 3° (2016=100),
Compiled by Impact MENA Researchers, based on DOS VA and price data.

Nominal value

Nominal value In % of GDP
added (Total ICT) (Total ICT)
2012 1,036,596 4.7%
2016 951,437 3.4%
Growth 8% _
2012-2016
CAGR -1.7% -

Real value added growth for TBSs between 2012 and 2016
was nearly 11% reflecting a compound annual growth
rate (CAGR) of 2.1%, negatively affected by weak demand,
an unfavorable business environment (including tax),
and external shocks (including harsher international

Indirect taxes added at \;iI::na:::::I
(Total ICT)% current prices prices (TBSs)
(TBSSs)
278,089 60,208 60,366
229,726 66,964 66,964
-17% 11.2% 10.9%
-3.7% 2.2% 2.1%

competition in certain services). The Gross Fixed Capital
Formation (GFCF) growth of the ICT sector between 2012
and 2016 was nearly 43% and compound annual growth
rate of 7.4%.

39 Deflator: Deflator is a measure of the level of prices of all new, domestically produced, final goods and services in an economy in a year.

40 For communication and information sector, direct taxes data not available.
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Table 10: Gross Fixed Capital Formation for ICT Sector (GFCF or Real Investment), In Thousands of JDs, DOS sectoral surveys for

2012 & 2016
Services Manufacturing  Trade ng"
2012 102,088 103,616 1,445 207,152
2016 290,589 2,601 2,148 295,428
Growth o o o o
o 185% 97% 49% 43%
CAGR 233% -51.8% 8.3% 7.4%

Table 11: Evolution of Jordan’s TBSs - Constant VA, Compiled by Impact MENA Researchers, based on DOS VA and price data.

2012 2016 Pe:;::;aége CAGR
Value added at current prices 60,208 66,964 11.2% 2.2%
Deflator (2016=100) 99.7 100.0 0.3
Value added at constant prices 60,366 66,964 10.9% 2.1%

Table 12: Gross Fixed Capital Formation in Core ICT-Services (Telecommunications and IT), based on DOS service surveys 2012-2016

ISIC 2012
Wired telecommunications activities 6110 13,708
Wireless telecommunications activities 6120 82,098
Satellite telecommunications activities 6130 3,704
Other telecommunications activities 6190 128
Computer programming activities 6201 239
Computer consultancy and computer
facilities management activities 6202 2211
Total 102,088

Companies in core ICT services (telecommunications and
IT) invested on average JD 252 million annually during
2012-2016. Excluding the Telecommunication Wireless
Services Industry related to Telecommunication Network
Infrastructure (ISIC4=6120), investment in core ICT-services
decreases on average to JD 27.5 million.

Top core ICT investment stars were:

* |n the Computer Programming and Consultancy sector
(ISIC4=62): Computer Programming (ISIC4=6201).

ein the Telecommunication sector  (ISIC4=61):
Telecommunication — Wireless  Services  Industry
(ISIC4=6120).

ICT investments will have a measurable multiplier
indirect effect as well as an important non-quantifiable
contribution to the country's competitiveness and
governance infrastructure (e.g. e-government, e-business
services, e-education, and e-medical services). An estimate
of 1.5 for Jordan’s ICT output multiplier means that a yearly
ICTinvestmentof)D 252 million will have ayearly multiplier
effect of JD 75.6 million on the Jordanian economy created
by ICT and TBSs, respectively.

2013 2014 2015 2016 Avg.
14,869 20,338 16,511 25,937 18,273
117840 357,028 309,492 257,547 2242801
8,678 9,533 6,375 5,535 6,765
0 259 43 0 86
842 5,315 831 585 1,562
134 362 516 985 842
142363 392,835 333768 290589 252,329
3.6 Inter-temporal Survivability of TBSs

Survivability analysis is a preliminarily and exploratory
method for examining long-term competitiveness and
survivability of younger (smaller) enterprises against
mature (larger) ones. It uses time series aggregated data. It
classifies various firms in an industry by age or size classes
and calculates the share of industry output oremployment
coming from each class over time.

Alarger share over time indicates a relatively efficient age
or size class in terms of optimal operation. Unfortunately,
consistent data for ICT firms by age class tracked over
time are not available in the int@j dataset. Therefore
size (employment) class data between 2012 and 2016 will
be utilized based on the DOS employment survey for the
“information and communication” sector (i.e. including
publishing and broadcasting) as a proxy for the ICT sector.
In the first bracket (1-4 employees), a 48% drop can be
explained by startup exits of smaller size, limited smaller
startup creation, and possible growth happening to small
startups in terms of employees (employment to increase
more than 4 employees). Second and last brackets (5-19
and over 100) saw increases in share, indicating growth
and possibly better performance of such sizes.



The data indicates that for the period from 2012 to
2016, it seems that 5-19 employees’ firms has better
competitiveness and thus survivability compared with
smaller or larger organizations and represent an optimal
size for TBSs. A panel study of startup dynamics is needed
to draw more meaningful conclusions.

Table 13: Share of employment class between 2012 and 2016 for
“Information & Communication”, Shares in Totals (%), based on
DOS data.

2012 2016 Growth
All 100% 100% 0%
14 11.50% 5.90% -48%
5-19 13.50% 17.90% 33%
20-49 13.00% 13.40% 3%
50-99 8.30% 6.50% -21%
100- 53.70% 56.20% 5%

3.7 ICTFirm Entry

Entry of new ICT firms increases competition and is
associated with the introduction of new products, services
and technologies. The chart below shows an upward trend
in the entry of firms with ICT-related objectives.

are registered as limited liability companies. This seems to
be the most preferred legal form by startups as it provides
limited personal liability to the founders and is accepted
by investors. The second most chosen legal form is that of
individual corporates (31%).

2.5% 1.7% —0.1%

0.5%

= Limited Liability
= Private Shareholding = Limited Partnership = Offshore
= Non Profit = Foreign Operative
Figure 32: Firms by Legal Type for 2007-2016, Impact MENA Researchers,
based on KINZ data

= Individual Corporate = General Partnership

Most of firms were established by Jordanian partners (over
93%). The below chart breaks down
partners by nationality. This indicates

900
800 limited participation from foreigners in
ZOO local enterprise creation, as they seem to

£ boo . .

§ <00 prefer getting engaged in offshqre

S 400 companies. Also, the focus groups with

g 300 startups indicated that many TBSs prefer

E o to register companies outside Jordan to

0 W avoid taxation or attractinvestment. This
-100 21 2009 2010 2011 2012 2013 2014 2015 2016 2017 reduces the economic benefits such as

-200

=@=VYearlyNew Entry  ==e=YearlyNew Exit

Figure 31: Number of yearly new firms with ICT-related objectives,
Impact MENA Researchers, based on CCD Firm-level Database

More than three quarters (55%) of newly established
companiesin the ICT sectorin the period from 2008 to 2017
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taxes and employment for the Jordanian
economy compared to when those
companies would be registered locally in
Jordan.

More Jordanian startups are doing business via offshore
havens such as British Virgin Islands (BVI), the Cayman

10 8 19

American European Other

Figure 33: Firms by Partner Nationality for 2007-2016, Impact MENA Researchers, based on KINZ data
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Islands, and also in the US state of Delaware. In 2016
alone, Wamda estimated that there were at least USD 815
million in new investments across the MENA region, and
a significant part of those went to offshore companies as
regional investors push for offshore investments outside
of Jordan and the region. Offshore registration was a must
and not an option for many Jordanian startups. Several
regional investors even require registration outside of
Jordan oreventheregion.One prominentregional investor
indicated a clear rule: They would invest across the MENA
region, but only if the company to be invested in agreed
to register outside of the region 4+ Thus, this is not only an
issue for Jordan but also beyond in the MENA region.

Below are some of the key issues encouraging startups to
register abroad. Resolving one issue will not automatically
eliminate the problem of startups registering abroad
as reasons vary from one startup to another. Thus, a
comprehensive and holistic review of relevant policies is
needed addressing the following main areas:

e Investment-related: Some startups opt to register
offshore to insulate and protect the shareholders from
legal liabilities. Other startups have been requested to
register offshore as many regional early stage investors
want to standardize and minimize the paperwork and
administrative processes needed to invest smaller
amounts in a larger number of startups across the
region, something difficult to achieve when the
investments are executed locally in various locations.
Also, some issues exist in local investor agreements
enforcement for shares issuing, selling and exits. Other
countries have issues also regarding issuing multiple
types of shares to provide different rights to
stakeholders.

Hiring

Capital

Educational System
Equity Financing

General

Financing & Human
Support

Debt Financing
General
Regulatory
Taxes

Social Security

Input by Topic/Sub-Topic

Customs

Government & Policy

Registration M 1

Investment

0 5 10 15

Numberof TimesDiscussed
(Frequency)

Figure 34: Focus Group Input by Topic/Sub-Topic, Impact MENA
Researchers, based on Focus Groups outcomes

* Taxation-related: Many startups were established to be
acquired later by others, and taxes put in the past on
the sale of shares encouraged founders and investors
to seek offshore registration. Most startups are also
worried about the taxation system and the unexpected
changes that might increase the tax burden and
significantly impact their profit margins.

e Expansion- and closure-related: Few businesses
are planning to own other companies (branches or
independent firms) in other countries across the
region, which can be easier to do as an offshore
company. Also, many entrepreneurs view the local laws
as are more fit for brick-and-mortar companies than
startups, hindering growth. Finally, closing a startup is
difficult in Jordan, especially before Jordan issued its
own Insolvency Law in 2018 that enables individuals
and companies to reorganize their businesses in case
of a troubled financial situation, to reach deals with
creditors, helping to reduce issues such as loan defaults
and going to courts.

3.8 Startup Growth Barriers
Anumberofissuesand recommendations to promote TBSs’
establishment and growth were identified through focus
group discussions and in-depth interviews. A particular
focus was put on areas of Government and Policy,
Financing and Support, as well as Human Capital as pre-
identified areas of concern. Representatives from startups
from various growth stages as well as experts in domains
related to startup support and growth participated in the
focus groups and interviews.

Seed and late growth stage companies had more issues
and recommendations communicated at the focus
groups compared with startups in the early growth stage.
Recurringissuesrevolved around finding and hiring talent,
receiving investments, dealing with taxes and social
security, as well as barriers in the regulatory environment.

25

14

G2}

Number of Times Discussed (Frequency)

0
Seed (Stage Seed &Early Early (Stage  Early & Growth  Seed, Early &
1) (Mixed) 2) Growth (Stage 3) Growth
(Mixed) (Mixed)

Figure 35: Input by Stage, Focus Groups, Impact MENA Researchers,
based on Focus Groups outcomes

41 IT'S COMPLICATED: For many Middle Eastern entrepreneurs, the first order of business starts offshore”, article by Dennis Quinn & Commentary,

QUARTZ
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3.8.1 High Priority Issues, Comments &
Recommendations - Government & Policy

Regulatory

Some startups at the growth stage indicated that
regulations are not friendly towards startups
having new and disruptive offering or business
models. The Government should also play the role
of an enabler and not only of a regulator. Startup
representatives also mentioned that new laws
in some cases do not accommodate changes in
technology and business trends.

Most startups at the seed stage indicated
that they have issues with the way laws and

regulations are implemented by relevant

governmental authorities. Often, laws and
regulations are seen as arbitrary and based
on personal interpretations, particularly by
government employees in areas such as tax and

customs. Also, many startups indicated that

Government agencies and employees on various
levels have limited knowledge about startups and
their special needs, and some of them have even
some hostile attitude towards startups.

!

Recommendations proposed by the startups
included establishing a Higher Council /Authority
/ One Stop Shop in charge of all startup-related
issues, responsible for reviewing and enforcing all
laws impacting startups; rolling-out an external
independent process for escalation to be used by
startups having issues regarding tax or customs
or other government services.

!

It is clear from the issues raised and
recommendations proposed that a wide gap
already exist between the regulator and startups
being regulated. Reducing such a gap will require
continuous dialogue and creating awareness on
the special needs of startups as current local laws

are more fit for traditional and mature brick-and-

mortar companies than for innovative startups
with new offerings or business models.

Taxes

Some startups at the seed stage indicated that laws to
regulate online businesses (i.e. e-Commerce) are absent,
complicating taxation and encouraging some startups
to reallocate their businesses outside of Jordan or
register offshore companies. Also, some startups
register outside of Jordan as requested by investors to
avoid taxation.

Recommendations proposed by the startups included
providing eligible startups for exemption from taxes
and social security for the first 5 years; providing
tax exemptions for all production inputs (local or
imported) or at least reducing taxes on international
services needed as an input for production.

I

Taxation is becoming a more important issue for
Jordanian startups. This is especially true as they
are increasingly competing with regional and global
companies operating in startup-friendly business
environments. If profit margins are reduced with
each new tax change and the tax environment is
unpredictable in the mid- to long-term, startups and
investors will prefer to move business activities to
other locations. This reduces the potential economic
benefits captured within Jordan.

Social Security

Thereisahigh level of agreementamong startups from
across the seed, early and growth stages that social
security has negative impact on them due to its effect
on raising overhead costs. Some startups outsourced
the work to other companies or used consultation and
service agreements to avoid social security costs.

I

Recommendations proposed by the startups
included introducing grace a period of social security
installments for the first 2 to 5 years; introducing
optional employee enrollment in social security,
especially for young workers or introducing the end of
service benefit as an alternative.

47




48

Along-term perspectiveandstrategyintermsofshaping
social security regulation is important when working
with Jordanian startups, encouraging these firms to
create new job opportunities that are not produced
adequately anywhere else (public sector organizations,
mature private companies and NGOs are not creating
sufficient jobs, many are even downsizing). Startups
can generate new jobs if allowed to grow and scale
up. Targeted incentives and support at the different
startup stages may help to tap startups’ potential.

Also, the Social Security Corporation is not diversifying
its portfolio unlike other pension funds globally,
avoiding investing in Jordanian startups or funds,
thus creating additional strains on startups without
providing any help through supporting existing
startup investment vehicles. Globally, Venture capital
provides diversification benefits to pension funds, and
they offer investors access to private companies that
are otherwise hard to gain exposure to via other asset
classes. Some pension funds are even expanding their
investment activities from only investing in managed
funds into more direct investments.

Many startups perceive the local market in Jordan as a
ground for testing, piloting, and back office operations,
but not as adequate to fuel growth. Most startups
indicated the need for governmental agencies to
coordinate with each other and align their activities to
regulate and support startups.

I

Recommendations proposed by the startups included
creating better awareness on current incentives
or opportunities for startups already in place (e.g
comprehensive portal or call center) and on any
changes in the laws; creating a special economic zone
only for startups or creating special areas / incubators
within economic zones to allow the startups to benefit
from the zone’s services decreasing their need for
investments.

Only a holistic approach when dealing with policy-
related challenges will produce the needed results for
the Government and startups. Partial interventions
may have limited impact as other issues will grow or
new issues will be created. Mandating one Government
body to oversee all regulations and issues related to
startups might be part of the solution.

3.8.2 High Priority Issues, Comments &
Recommendations - Financing & Support

®
_Dﬁﬁﬂ_ Equity Financing

There is a high level of agreement among startups
from across the seed, early and growth stages that it
is difficult to raise funds for the seed and pre-series A
rounds (USD 100,000 to 250,000). Most startups at the
growth stage also indicated that it is difficult to raise
funds series B/C.

Most startups at growth stage find the funding process
in Jordan at the growth stage lengthy and find better
opportunities from regional investors. Some startups
indicated that local and regional valuations are one
third to one fifth of startup valuations in the US or
Europe due to limited supply (startups) and demand
(VCs), market sizes, risk appetite, and limited funds
sizes. Startups also indicated that some Jordanian VCs
are investing outside Jordan rather than within the
country.

Startups at the early and growth stages indicated
local funding at the early stage is limited due to weak
understanding of startup business models, unfair
valuation, unstructured angel investing, and expensive
due diligence processes. From another perspective,
some startups are fundraising not to grow but to
cover the current operational cost or mainly to receive
funding to exit.

Recommendations proposed by the startups included
providing local and international investors with
additional incentives and offering better protection
to shareholders to encourage more investment in
locally registered companies; increasing government
financial support programs (grants, debt, equity)
to help startups grow and attract international
investments and initiating a discussion with the Social
Security Corporation to encourage more institutional
investment in Jordanian startups, accelerators and VC

funds.

The more debt and equity financing available for
startups, the faster the startups are able to grow and
access regional and global markets. For this to happen,
additional incentives for local and regional investors
need to be created to invest in Jordanian startups,
especially as such regional investors started looking at
early stage investing as viable investment class.



3.8.3 High Priority Issues, Comments &
Recommendations - Human Capital

EEE;) Debt Financing

Moststartups at the seed and early stage indicated that
they do not view debt financing as a viable financing
option as banks assessment processes focus mainly
on the current status and past performance of the
business and not the future potential.

!

In order for debt finance providers to target more early
stage companies with growth potential, competences
for assessing future performance potential need to be
strengthened. A traditional view on purely evaluating
a current business model with regards to minimizing
risks in all areas and limiting the focus to only current
performance and cash flows hinders innovative
startups’ access to finance.

Many startups find various support programs weak
in terms of tools, curriculums, and capable human
resources. If proper support and promotion was
offered, Jordan can be positioned as a hub for TBSs in
general, and specifically for advanced technologies
such as artificial intelligence and other drivers of the
Fourth Industrial Revolution.

!

Proper support is needed from the ecosystem. This
includes amongst others capacity building, technical
assistance, specialized networking and matchmaking
activities. Support is needed both on the firm-level
as well as on an industry level, as specific industries
have special needs and challenges e.g. in terms of
competitiveness and accessing markets.

e ‘1
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Ministry of Information and
Communications Technology

Startups at the early and growth stages indicated
that they find it difficult to match the salary and
benefit packages offered to talented local resources
by international companies coming to Jordan. At the
same time, same startups find difficulty in hiring
resources from outside Jordan for many technical and
business domains and cannot find good alternatives
in the local market. This is especially true for new
and specialized technical domains, including senior
/ C-level managers and various specialists positions.
Also, most startups at the early stage indicated that it
isdifficult to hire needed technical resources that have
good management and soft skills.

!

Recommendations proposed by the startups included
introducing new academic programs to meet the
evolving needs of the startups sector; introducing an
improved quota system (e.g. allowing startups to hire
one international resource for every five Jordanian
resources), provided that knowledge transfer will
happen, helping to train local resources on latest tools
and practices.

Dealing with the human capital issues will likely build
on establishing long-term partnerships with higher
education institutions to develop the local human
resources througheducation. Atthesametime,thedoor
could be further opened especially for high-growth
startups to hire experienced international resources
thatcan helpindeveloping the local resources through
well designed knowledge transfer activities.




CONCLUSIONS AND
RECOMMENDATIONS




Jordan's tech and tech-enabled startups
helpdriveeconomicgrowthandinclusion

Despite recent challenges faced by startups in Jordan
due to local and regional economic difficulties, Jordanian
TBSs enjoy high performance potential in terms of export
intensity, female employment, high-wage job creation, and
technology transfer and diffusion. TBSs contributed 0.5%
of Jordan’s nominal GDP in 2016, of which 0.3% constituted
a direct value added. The economic impact of TBSs also
expands to indirect and induced effects through TBSs'
investments, value chain effects, employees’ spending and
not least product and process innovations also tackling
social and environmental challenges.

Due to its skill-intensity, the value added of Jordan's ICT
sector is markedly high compared to the national average
across sectors and other key activities. The average value
added generated by the ICT sector reached 64% of its
total output as compared to an average of 40% for the
manufacturing activities and an average of 52% for all
Jordanian economic activities.

Tech and tech-enabled startups bear
further potential for the Jordanian
economy

Given the limited Jordanian market and the need to
promote Jordan's export capabilities, TBSs are particularly
promising due to their high export performance compared
to both mature ICT firms as well as other sectors of the
Jordanian economy.

Also, the high percentage of female employment in
TBSs is promising. Likely, the combination of ICT being a
sector more accessible for women in Jordan, a sector with
extensive linkages to other sectors, and a sector with a
relatively high (yetlow if compared internationally) female
participation allows to leverage the sector as guidance for
other sectors in Jordan.

Another untapped potential is that of "Jordanian" startups
in other countries. Anecdotal evidence shows that a
number of startups - although owned by Jordanians and
operating in the Jordanian market - are registered abroad.
Many of Jordan's success stories have chosen to register
abroad as they or theirinvestors consider the business and
investment environment in Jordan less conducive than in
other economies in the region and beyond.

Concerted efforts of the government and
further stakeholders can tap startups'
potential for Jordan

This study identified a number of opportunities to
promote startups' growth and impact. Nurturing TBSs
generally as well as specifically with regards to their
export performance can help establish Jordan as a digital

service hub in the region and beyond. Research revealed
a number of entry points for policy makers to enhance
the business and investment climate for startups. This
includes aspects with regards to legal (e.g. issuing a
startup law and encouraging local funds to be established
building on the venture capital by-law), regulatory (e.g.
using innovative reform instruments such as a regulatory
guillotine to eliminate and simplify regulations in a short
period at low cost), incentive (e.g. ensuring long-term and
stable tax inducements), as well as institutional and policy
frameworks (e.g. supporting the implementation of the
National Entrepreneurship and Micro & SME Development
Strategy).

Areference entity in the Government to deal with policies
related to startups facilitating the interaction between
entrepreneurs, related Government agencies and support
organizations could positively affect the business and
investment climate for startups and related institutions.

To effectively deal with the seemingly increasing
movement towards offshore registration, policy makers
may consider a comprehensive and holistic review and
intervention with regards to investment, taxation, and
expansion-related issues.

An overarching strategy addressing the needs of startups
should consider recommendations proposed by startups.
An effective public-private dialogue will allow addressing
the most promising interventions on the one hand
as well as those possible to be addressed with little
resources at short notice ("low hanging fruit") on the other
hand. Priority areas may include (1) the introduction of
exemptions/grace periods for taxes and social security for
the first years of operation, (2) provision of tax exemptions
for production inputs (local or imported), (3) rolling-out
a customs process for startups only to reduce time and
costs as well as toimprove consistency in terms of applied
processes and procedures, (4) establishment of a process
for escalation for startups regarding other issues in terms
of publicservice provision, (5) establishing a Higher Council
/Authority /One Stop Shop in charge of all startups-related
issues, responsible for reviewing and enforcing all laws
impacting startups.

Effective management and promotion
of startups' impacts requires a common
language and a review of Jordan's
relevant data sources

Jordan still lacks a formal definition and unified policy
framework for startups in general, and tech / tech-
enabled startups (TBSs) in particular. This inhibits coherent
implementation and synergic impact of government and
non-government interventions for supporting such firms.
This study proposes an operational definition for TBSs
based on international best practices and consultations
with Jordanian key stakeholders.
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Effective measurementalsorequiresan effectivestatistical
system. Study research has found locally available sources
of information that are somewhat regularly updated and
locally available, thus not dependent on ad hoc surveys.
However, thestudyrevealed thatonly threesecondary data
sources provide immediately relevant data sets. Also, those
data sets would need to be reviewed and refined to ensure
their scope, depth and focus is sufficiently answering
key questions on startups growth paths. Jordan’s formal
statistical system holds potential for further refinements
to generate official, micro-based, and age-sensitive data
on the contribution and performance of startups in
generaland TBSsin particular. Of particularimportance for
assessing the indirect and induced effects of ICT and other
sectors are the Input-Output Table and related statistics. It
isrecommended to initiate a new and more detailed Input
and Output model for the Jordanian economy.

Int@j provides sector-specific and a regularly updated,
well-developed data set for the ICT sector in terms of
industry coverage and quality. Nonetheless, there is a need
to benefitfrom DOSinternational methodology in covering
more standard and detailed variables (e.g. value added,
real investment), as well as other key variables, such as ICT
exit or discontinuation rates (by age group), geographical

concentration of ICT firms, and firm skill intensity (ratio
of employees with Bachelor degree or higher). Adopting
a unique identification number for each ICT firm would
facilitate the systemic tracking of startup firms over time.

Statistical data, analytical research, and promotional
reports of investment opportunities for priority sub-
sectors in ICT and related services, such as the software
industry, e-commerce, and call centers, may be improved.

Finally, thereisastrongneed for unifying the classification
of business activities according to international
classification (ISIC) among the different government
entities involved in the registration, licensing and tracking
of businesses (Ministry of Industry and Trade, Companies
Controller Department,Amman Municipality, Governorates
Municipalities, and Department of Statistics) and business
support organizations (Chambers of Commerce and
Chambers of Industry). Also, providing a classification of
firms on a more detailed level (e.g. beyond four digit ISIC
codes) in the establishment census and in sector surveys
is needed and would allow for more in-depth analysis of
priority economic activities.
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STUDY ON THE ECONOMIC CONTRIBUTIONS OF STARTUPS

Appendix A: Focus Groups Outcomes
Government & Policy - Issues

Sub-Topic Stage/Group Input

Customs duties paid to government keep changing based on the subjective
judgment of the customs department employee who has little understanding or
interest regarding startups special needs, creating major issues in forecasting costs
and pricing

Seed Customs process is lengthy and costly, as it might take months to complete the

process, with customs duties sometimes costing multiples of original item cost

Some startups prefer to do some product development activities outside Jordan to
avoid the lengthy and costly customs process

Government agencies and employees on various levels have limited knowledge
about startups and their special needs, and some of them have a hostile attitude
towards such organizations

Many startups have issues with the way laws and regulations are implemented by

relevant governmental authorities, and seen as arbitrary and based on personal

interpretations particularly by government employees in areas that include tax and
Seed customs

Many startups havingissuesrelated to governmentservices do notescalate disputes
due to their limited time or due to the fear of retaliation or due to the lack of such
process. Also, some licenses require high investment for some startups (Export/
Import License)

Many startups indicated that limited market size and limited government support
encourages some startups to relocate to other countries

Many startups look at the local market as testing, piloting, and back operations, but
not adequate to fuel growth

Most startups indicated the need for governmental agencies to coordinate with

Growth-Early each other and align their activities

Some startups indicated that e-government services are not active or incomplete or
contradict with the offline process

Good efforts by Government but some major/minor issues exit

Growth Changes (instability) in laws in general, and taxation (such as income tax) is a major
concern to startups and Investors

Most startups found the initial registration process easy, but such process does not
Seed allow them to operate until related permits and licenses are obtained, causing delay
issues to many

Most local economic zones are suited for manufacturing activities and not startups

Seed . o . .
in terms of minimum space and investment size

Many startups indicated that some regulations are vague, and some cannot be
applied to startups with disruptive offering or business models

Some startups indicated that they could not get the full regulations related to their
Growth-Early ~ business

Some startups registered offshore had difficulties opening a bank account

Some startups that need testing of products to be exported have issues with the
lengthy process

Regulations are not friendly towards startups having new and disruptive offering or
business models, and the Government need to play the role of enabler and not only

Growth regulator

New laws should accommodate changes in technology and business trends

Social security is a major issue for most startups as it raises overheads. Some
Seed, Early & } ) )
Growth startups outsourced the work to other companies or used consultation and service

agreements
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Seed

Some startups indicated that laws to regulating online businesses (i.e. e-commerce)
are absent, complicating taxation, and encouraging some startups to reallocate
their businesses outside Jordan or register offshore companies

Growth-Early

Most startups indicated that the cost of benefiting from international services
providers is too high due to additional taxes, especially if no good local alternative
is available

Tax exemption of software sales, reduced income tax (5%) and export tax exemption
are good for startups

Growth

The laws already give tax exemption for limited sales

Some startups register outside Jordan as requested by Investors or to avoid taxation

Government & Policy - Recommendations

Sub-Topic

Stage/Group Input
Considerrolling-out an easy and standardized process to help startups accurately
Seed estimate the customs to be paid before any order is made. Also, create a fast-track
process for startups.
Consider allowing new technologies that have security issues enter to special
Growth o
protected zones for piloting purposes
Consider exemption from taxes and social security for the first 5 years
Seed Consider rolling-out an external independent process for escalation to be used
by startups having issues regarding tax or customs or other government services
Considerhaving Higher Council/Authority/One Stop Shop in charge of all startups
R relatedissues,responsibleforreviewingandenforcingalllawsimpactingstartups
Consider ways to create better awareness of current incentives or opportunities
and any changes in the laws
Consider ways to encourage investors to investin locally registered companies by
Growth L :
providing better protection to shareholders
Seed Consider creating special areas / incubators within economic zones to allow the

startups to benefit from the zones services without the large investment

Growth-Early

Consider creating a special economic zone only for startups

Seed, Early &
Growth

Consider a grace period of social security installments for the first 2 to 5 years

Consider optional employee enrollment in social security, especially for young
workers, and introduce the end of service benefit as an alternative

Consider establishing a fund to subsidize or lend (Not to be repaid in case of
closure) the social security installments for the first 2 to 5 years for startups
(Similar to Isterdad in KSA)

Consider allowing startups to register employees with minimum salaries for the
first 2-5 years

Consider allowing startups to register employees as part-timers

Growth-Early

Consider reducing taxes on international services needed as an input for
production

Growth

Consider providing a tax exemption for all production inputs (Local or imported)

Consider limiting full benefits to Innovative Promising High Growth Startups with
lean and objective certification and accreditation process

Consider reviewing income tax and sales tax rebate process as it is causing a
liquidity and admin issues
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Sub-Topic Stage/Group

Seed & Early

STUDY ON THE ECONOMIC CONTRIBUTIONS OF STARTUPS

Input
Most startups will not think about debt financing as banks assessment
process focus mainly on the current status of the business and not the future
potential

Seed

Most startups find funding process lengthy and have better opportunities
from regional investors

Seed & Early

Most startups find difficulty in raising funds for seed / pre-series A (USD
100,000 to 250,000)

Growth-Early

Some startups indicated local funding at the early stage is limited due weak
understanding of startups business models, unfair valuation, unstructured
angel investing, expensive due diligence process

Somestartupsare fundraisingnotto grow, buttocoverthecurrentoperational
cost,ormainly to get funding to exist

Growth

Local and regional valuations are one third to one fifth of startups valuations
inthe US or Europe due to limited supply (startups) and demand (VCs), market
sizes, risk appetite, limited funds sizes

Most Startups find difficulty in raising funds between USD 100,000 to 250,000,
or series B/C

Jordanian VCs are investing outside Jordan

Social Security Corporation is not diversifying its portfolio unlike other
pension funds globally, avoiding investing in startups or funds

Seed

Many startups find various support programs weak in terms of tools,
curriculums, and capable human resources

Growth-Early

Some startups indicated the need for better capacity building activities to
prepare the founders to the growth and fundraising process

Growth

With proper support and promotion, Jordan can be positioned as a hub for
advanced technologies such as Al and other drivers in the Fourth Industrial
Revolution

Financing & Support - Recommendations

Sub-Topic Stage/Group

Growth

Considerinitiating adiscussion with Social Security Corporation toencourage
moreinstitutional Investmentinjordanian startups

Growth

Consider increasing government financial support programs (grants, debt,
equity) to help startups grow and attract international investments
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Human Capital - Issues

Sub-Topic Stage/Group Input
Some startups at seed stage do not find majorissues in hiring needed talent
Seed but had to invest in preparing these resources to start adding value as the

educationalsystemisnotabletofully preparethem fortheworkenvironment
Most startups used internal resources to develop offering, some preferred
outsourcing as a better cost-effective option
Many startups found the starting salaries high for technical resources and
the availability of needed resources to be a challenge
Many new employees find difficulty to integrate with startup culture and
prefer a traditional work environment
Most startups at the early stage indicated it is difficult to hire needed
technical resources that have good management/soft skills
Many startups find difficulty to match the high packages offered to talented
resources by international companies
Many startups find difficulty in hiring resources from outside Jordan for most
Early & Growth technical and business domains, and cannot find good alternatives at the
local market, especially for new and specialized technical domains
Many startups find difficulty in recruiting senior/C-level managers and
specialists

Seed

Growth-Early

Human Capital - Recommendations

Sub-Topic Stage/Group

Considerintroducing new academic programs to meet the evolving needs of
the startups’ sector

Seed & Growth

Consider introducing a quota system allowing startups to e.g. hire one
international resource for every five Jordanian resources, provided that
knowledge transfer will happen, helping to train local resources on the
latest tools and practices

Early & Growth
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DEUTSCHE ZUSAMMENARBEIT

ATechnology Based Startup (TBS) in the context of the study is defined as:

Technology Based

Startups Definition “Aknowledge-based, legally independent active company, not older than ten years since
formal registration, and operating in one or more ICT commodity or service sectors”.

Technology Based Startups Total Economic Impact

In Millions
(USD)

Technology Based Startups contributed to 0.50/0 of Jordan’s
nominal GDP in 2016, including its quantifiable indirect
and induced effect on the economy via the
multiplier impact. This does not cover other
contributions to the economy and

society, such as the quality of life,

country competitiveness

and its environment.

The direct economic
impact of TBSs'
operations and activities
in Jordan in terms of
value added, Investment
and employment

$160

s140 The economic impact
and employment
supported in the TBSs’
supply chain as a result
of their procurement of

goods and services

$120

The wider economic
impact that arises
when employees within
TBSs’and their supply
chain employees spend
their earnings

$100

Direct Impact

s80

Indirect Impact

Total
Economic
Impact

$40

Induced Impact

Total Economic Impact
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